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PREFACE

This report responds to a Congressional mandate for a study of the
feability and desirability of changing the miliUa ndical health sys-
tem from its current configuration to a cloed-enrollment concept
called a Health Enrollment System- (HES). Reasons for considering
the changse include possible reductions in the cost of military health
care, increases in quality, and an enhanced ability to plan for and
manage peacetme and wartime medical care.

7he study was performed within Rand's Health Sciences Proram
under contract with the U.S. Department of Defense, Assistant Secre-
tary for Health Affairs, Office of the Deputy' Assistant Secretary for
Health Progam valuation. At The Rand Corporation, the study was
conducted within the Division of National Security Research, D.
Michad Landi, Vice President, under the supervision of Albert P. Wil-
liams, Director of Rand's Health Sciences Program. Charle K Phelps
and Susan Hoak served as co-principal 4'"Vsi i o

The por should be of interst to person concerned with assessing
the military medical car system, and more generally to those involved
in studyiug DoD planning and opertions.

A brief executive smnmary precedes the body of the report; a more
extended summary can be found in Sec. 1.
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EXECUTIVE SUMMARY

Medica car. in th. miitar is deliveredi throu~gh two paralel sye-
tern. In the direct care system, Military Treatment Facilities (WM)
are opsrated by the Aimy, Navy, and Air Force, providing car for
active duty Persona and, on a space-availa bass for active duy
drpedent* retim and thr dependents, and wrvivors. Nonactive
duty persons an also covered by the Civ n H lth and Medica Pro-
gram of the Uniormed Services (CHAMMS). If the MW cannot
provide needed cm (or if the person prefn civilia care for ambua-
tory -rc), nonctive dty patients use ciM Providers and
CHAMPUS pays for that ca much like a standard M*w-mdical
insurance plan

A M, mmetal caonsquence of this method of Providing Car is that
MM omzuandm anot know how many people they ce fo, some
of their pties do not reside within their "catchmet res9 (40 mile
radis around sech MM, and some people within the oatent am
maw nom sek care hom the MW. Paoulary with rent data
syim, DoD caumot learn how much md" m Atie dty or
no=Os duty pemos use e y, amd tht main evahaaton of

W ]performanc difficult The col avdb Wwto'evaluate my?
psuosmmceis by counting how man act*Wie they poduce, rathe
t b" hewman cume the abut or how inMV~ =5 ahvm for.
ftduk~ fr Fg~ h eu'htew the WIM cas9WW o M ad cv

in P.sMa leek of mtulluily ad ftboSoia 4 .1 as pm prn
Ismlk Phial, beuse At the qeapwd aww o at e w aa-
tewn =s ad the Coopem bane 111em COWMM tht * t eofta

W- as"sam, 11M "~am" bielrls yh bli ss,

s a llh Ua
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The proposed change to an HS raises a number of important issues
that we have addremd in this studW.

* How would an HES affect the costs of providing medical care
for active duty and nonective duty persons?

" How would an IS dhet the quality of can delivered?
* How would an HIS affct the ability of military medical s-

tns to am out other misos particulal medics reai-

* What changes would need to be made i oi gninatio an law
to Samy out the IS concept?

" What choices arise in the enrolliment of ben eiciarles with
spiAc health providers, and how do thee various enronlmnt

-lkie affec DoD goals incluft n rcitmsent and retention
of active duty personnel?

* What bnmet stiuwtre (scope of benefits and caemeta)
should be mthi and Wha one~e migh this- produce
hr morae mtl oat, and ck Aliw t o are? How migh
-han--- in bemft abetd equitable treativent of baaaiclulee

- Svwi -oopi nviss and people recevig care

" What I=ladtle i, siekmt *Dviw7 and ve of cav migh be
und in n HM. md how do em Imaives emam wish

thoe in the M1 Vim,?

Tqmthuw thin ba saw Soe two Phlmy qustim abmadsi n
-w stw. Is to, M hel Naot 4m6~ Toisottem

y im,4 Ve it a IIwb In ue *. Vo VO.d id
bftshwWi d of~ in do hOweU'a Mheg mmd imi If &~.~ w* Is 0OKVp UftdueL
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Iii

* Changes in resource mangment orsanluaticem structure, and
posely military benefit authormtlons would be needed baore
an HIS could provide it. hill benefit (Sec. V).

* HM beneficiary enrollment could be conducted centraly or
dcentraily, and with manatory or voluntary choice by individ-
uals. We recommend central anolment and volmtary choice(Sec. IV).

* Incentives for of icent provision of car should ine in an
HIS compared with the current structure of military medical
car (Secs. 1, VI, and VII).

Moe generally, we conclude that the cmncpt of an HNS i not
cure*nl feasible unss, chafts in Do) o niua nd function m
maid. 7U key changes include:

* A replacement budget to provide resources to MTe sutomati-
cally Uf staf ingflls below -a-thorisation levels.

* A reinurance pion to reimburse the MY for providing cars to
the occasional oftunly expensive ptisan

* bnhmwed data mangm e system to trck peant. and

Other dMge would enhance the efliciency of an HIS but those
abed hue would be most eriled to the meawes of an HIS.

Ow determination of 6 Aklty is bsed on a nmber of dmu&
FlAs, a n Sodi e o dkav i that am H M ld not pefat dogpt
emmot deel am pabme As a comory, volom e Aowl
*mii do b not Nmp q thw mi of amkd sad otuer pdabmh
d eUmAbDeD #W seams %d ms1hsm Ud d Sood o t
zepedsuew bo' aNd seo Aft A p o -16e p p -Md

I 10s ode h ov mm * ohe CARIE q0 uiek -M e pmd

lm andfm te mul. ,ut rms. te CIIM W epa

T vmokh -w HK PD@ = a mmbsr of Abm now&d

66 -I 1h-ofd d w MWy i00" s o dipd A imamh
* edi sa be is oe, I f % wid AedA td he?
e, Ae" uAMeIlI Ant~ s bu be *No Poom hor
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viii

We provide information showing that deymnts, limited by catas-
trophi protection for enrolbes, could s reduce DoD costs
without noticeable effects on the healt status of individiuas enrolled.

We recommend that if copayments are considered, DoD also con-
eider impementing a hedth allowance (similar to the current housing
allowance used in DoD) to offset the financial consquences of copay-
ments Even if a lump-sum offset is provided, the copayment will still
reduce benefciris' use of heelth care services

Under an HES, MTFs could enroll a tarot number beyond which
no new subscribers could enter. All active duty personnel would enroll
in the MTF, and then we foresee unrestricted voluntary enrollment.
We show how the health allowance could be used to balance supply
mad dmand for MW cm, if the number of persons wanting to enroll
did not match the tarot set.

Setting the enrollment taret for MTFs presents a difficult planning
task. Current dita systems cannot at present accuratl match MTF
resources with a tarot enrolment population. We show how currently
available planni models could be used to bqn a demonsatn, but
we believe that better plannin for enrolment tarots would enhance
the dedraty of an HIS. Tke would require nw data and ftrthermodding.

The HIS onept qwae promisis even it ou* for the enhanced
mt aifty and Improved wetivo sructure ft os to MT
commmss and #Aa A numb= r of "iues need to be resolved befom a

nal defmln o hd t of the H8 could be made. Key
hms ot unoertaluty inch&&e both patint 4*,d prvdrbeheio under
an HIS. A cma ly desged-d prov
mat.. An ahm"" eroah d a bdu

ti ta a lsst~ow wouoar it wIOul *uO s les dslaW I
and r dee. th*k bust I Asnaslm ~ owk AbM a bully

Iuplm~te q~m woud. Leed ------ lese ate smse m
flullin 06c.1and cVUL)
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I GLOSSARY

BAQ Basic Allowance for Quarters
CAT Computed Axial Tomography
CCU Cardiac Care Unit
CHAMPUS Civilian Health and Medical Program of the Uniformed

4 Services
DEEW Defense Enrollment Eligibility Registration System
DoD Departmet of Defense
FEHBP Federal Employees' Health Benefits Program
HES Health Enrollment System
HMO Health Mainteance Organization
HSUS Health Services Utilization Survey
ICU Intensive Cae Unit
IPA It Practice Association
MHSS Military Heath Services System
MTF Military Treatment Facility
O&M Operations and Maintenance
PPO Preferred Provider Organiztion
PRISM Provider Requirements Integrat Specialty Model
QA Quality Assurance
RAPS Resource Analysis and Planning SystemRM Risk ha~~
TRIMIS Ti-Service Medical Information System
TRIPAS TRIMAS Patient Appointment and Scheduling
UCA Unifoin Chart of Accounts
UR Utilization Review
USM Uniform Staffg hf o
VHA Varib Housing Allowance
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1. MNTODUCTION AND SUMMARY

This report sumrzsresearch conducted by The Rand Corpora-
tion to aisess the feasibiity and desirability of a Health Enrollment
System WlES) for the Department of Defene (DoD) health cmr sys-
tae. The report responds to a Congressional requirement to conduct
such a study.

The concept of an HES was proposed as a possible way toimre
effciecylower costs, and raise the qualit of care (e.g., through better

patlmt-rovdsrcontinuity) for beneficiaries of the current military
health care system However, concerns were raised about the effect. of
an HMS on recruiting and retention abilit of the Services, on peace-
time poision of health care for active duty and nonactive duty per-
so.., and on other missions, such as readiness traninga a niity to

In the remainder of this section, we set forth the issues confronting
DoD and the Congress regarding the HES concept and summaries the

results 0 owr research. Since the HES concept has not been Ml~y
wans to structur an MES and (where possible) assess the implication
of thes eboices for feasibility and desirability of an HMS.

7=E CRNET HEALTH CARR SYSTM IN DOD

DoD uew ntl provides health cmr for military activ duty persons,
their dis -Ifm's, retirees km the militay, their dependents, and sur-
vior of meilitary personnel under a two-pat health systems: direc
ulhw met and civilian cm thbugh a sepmste inmarmne pAm. To
pevl the direct ewre, the Amy, Navy, and Air Force operate Mill-
tay Tiedmet Faldtle (hM?), Thes p ids, are for all sidive-* pinm (se%*i thos e istim too hr how WM?). Tbe. osam
booms" Peovi marsn a NO011ss fe- 1-0sbobhel to a11 nomuiveA
pins, kI eg dwspemb sostv div Peumml. wiedasth

lam paveim~ thxeu the Civiia He&a and Mdlsa Prua ith

pw bw se d~. Aubr 11 " d I u.o 04 asl ad

Pda am & h~r ., d 016010 Fa a a%



Uniformed Services (CHAMPUS). Nonactive duty bnficiaries Urs
the MT~s for ambulatory care when it is available and when they do
not Prefer to use the civilian alternative (through CHAMPUS). The
care may not be available, either because the MrT capability is being
fully used or because it does not exist. The MTF hospital must be
used by inpatients living within a 40 mile radius (catchment ares). Uf
care is not available, a Certificate of Nonavailability is issue and the
patient must find civilian hospital care. (The MW staff an not
alwedW to refer the patient to any specific civilian provider.)

This system currently care for some 1.6 million active duty persons
and provides at lest Part of the care for a total of 8.0 million eligible
persons.' This system of cane currently costs the DoD about $5 billio
annually for the MTF system and another $1.2 billion annually for
CHAMPUS payments.'1 Thus, the average annual cost per eligile par-
ticipant is about $775. This does not represent the total cost of car
for these, persons, both because of copayments arising through the
CHAMPUS program, and from benefi payments from private
insuirance held by retiree and active duty dependents.

Almost .li active duty Personnel get most or all of their medical care
throug the MTF systemn as is also true of their dspendents. But some
active duty dupendents, and a lare proportion. of retirees use the
CHAMPUS system extensively Further, there appears to be a non-
trivial body of persons not currently using eithe the MTW system or
fiing bills with CHAMPUS for civilian cars primarily retirees. (We
show evidence of this phnmnnin Sec VI.) Many of these people
are covered by some form of puivate health insurance or by Medicare.
Perhaps as masuy alf d alirediress! fAmlls, andl10 F suo t of an
spouse of active duty peronnel, currently have such insuranme4

VI' in the three Servis do mane than ust pov*~ cm to adtv
duty and nonsedhe duy peron. They dlo matain a stamt sys-
tam for peelin MeW"a CMo &aft wW-- MWIMk psasiag sow

suP it 1th th . N "M 0U-gI ,UUd d1 sn Inth

I au dimem a ta tW00M W W k. A aW1-
StpuMe -u ofki~r~ t 

""""~im a f no N*b Mu "isdW t .5ba *6 bftftl

__ sea msigsm istbu OW~ at 9*1 kW gu Cmi
ml~ ~ ~ ~ ~ ~~ at ohm1a~~s~--- di iwae ~ i



3

Navy) provide staff to supprt ongoing military activity (such as ship-
board medica care). At many Ts, there awe further musis of
envirnena and ccuaioa healh aerospace and flight medicine,
underwater medicine, etc., all related to current operation of the mili-
tary.

THE PROPOSED EALTH ENROLLMENT SYSTEM

The Congress required an evaluation o( a proposed alternative orga-
nization, of patients and MT7e, called thie Health Enrollment System
Under this propoai eli activ duty personnel would continue to ieiue
cmr from the MTP, and all nonactive duty peron would receive all of
their care either from an MTrF or from an alternative insurance sys-
team Thes non-MW enrollees could, Aon existing prepaidl group prac-
tie, where available (such as Haft aneac raiain
(HMOs) or preferred provider plans), with all or part of their enroll-
ment fee paid by the MS. From the enrollees' point of view,ti
would rpresenit a Aindsmental change in their world. For the first
time, ths persons would be required. to nee all of their care frm a
single wsyste (either the IM? or the civilian secto), rather than
choosing one system or the other on a vit-*.vei besis as is

Froes the Point of view of the lT?., an HIS would also caus
sevea U ndmeta changes: Mm~ wWMl bessebe ftr deliver-
ingor acquiring an fora finedand mem bo* of paes. *ycon-
bmw, in the current Wstemn thei paent aroubI e af under
their Control, or eve wel-defind. Ik an fmB thd W would, be
reqFomsIS for providing or a41angg fur d of the care Or that

CBAU"JS to t " ivlan uekit when the "I"M ikso ve the
ge as oapbilt to p~me noeded *se Curumlv, the WM'P do

&60 b** t dhg dii
plowier is anIAWWApAt pat Of the a loweNt eIm and It is ume

*,uI 1 1 th - Eelft Oto rItm'sef M W*

VIM* 0A t w as j Ilb If en M U &SIN I& Thee b af-
- I. - vvDoP d 1111 3evm&nlms~e a
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duty Persons should receive all of their care fom MMh (a noted).
But beyond thapciao, there is Fom r bly les Pemnt.I
Therefore, we enejyed a number .oeubllis ijnchaiMgcpya
premiums for nosactive duty persoak aeraIe optics for eaoflees
health car, centra or deceintraied enrollmnt (at the bM level),
and how to determine the number of people enrolled in each W.
Our report diac ue '-lcain of eaich of these choices.

MSUMS AMD inOF0 ANALYSI
To evaluate the easibilt and deiuability of the EMS, we hav

undertakes a variety of studie to smeess the folowin key points of

* How would m MES afbet cosde of proid n & dcal ar for
active duty and noewativ d&ty pare..?

* How would an MU abeit the qamllt of care, delivered?
* How w ou an 1138 abeat the abilt of mility amedca eye-

t mes to Camr out Other =an*i, pertleuladymeus rI-

0 Whast Chne woud ed to be made in oqmui Is
to on" ad w the mU comeo?

e WAt choices arlme in the enrollmenmt of bmeb ifth-b halt povide mad low do these s miam1-emt--pii abetA VDl oe yming ren wdtitm md ram
of activ *my peionm?

* What b mefi -hw~ (esep at bemee ad coalme-m-)
aboid be AMei an'd whatm- Oonummes gI* *ki ProM&
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uan and remote hostal 7U answers prmidsd by the sta& fom
these WMi to the quetions ia mr Protocol (included se an appendix
to this report) provided our mmearcers with detailed infomation hor
this ampl of M on the mwre of their patwt lod, IAstu Od
MN ReS manm t cqabilde and limitations. Just m imse *tl,
thm vWft also pvided mor sutective videm (both nmed by our
saff and othure by MIT personne) about key imm in the potential
trin t toan HE&

We have also undertaken a mnber of anayi sudn using avail-
abl dt, intended to answer -ntitauv , where posmb, the qus-
tione misd by the prospect of an H . Them analyses bring data and
results of other vail" studim to bear on the questions of feasibft
amd deirabift of an HIS in emmmaL

The combination o informaion ained in our MTF visi, from
analbc studies, and from our past experience with the miitary, mili-
tary bltkh care, and health poley iue in general provdee the basis
for our reser, a ducribd in the remaining sections of this rqport
Tes analysm sem li for readiness trmiing. They mm
the cmbilift of existi daa wsms to upport an HI concept.
And they address issums of ct and epity within various vmps of
bdeiem undmr alternative stucturmes of an MIS.

d cmponets of our rmmech oftn spanned se rl of t
by~ isue concernin an IM. Thus, a srItforar Id 4 scRipiN of
tiemmar itself would not dh addrm the key am in a m-
for-one imner. At the wam tme, man of the podic qwaom ra-
not be answered until sval nm of mar semd em brON*t
together. We attempt to reol this dilmma by mmuuI bm do
mwr conudion we draw md point to the pam of resw e h mW
-ob dhes conclusions. &squthas* dsms" do nuns&
rll in more daL

Air uss lkhVS het PS a W Amp b"W U 1s 6 Os
1004 Pulmi lip
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lnooatves f r Wfflst Care

We find that the current syim lacks Inentives for e icient provi-
sion of care, and thero Is a corre P nad'nI lack of information that
would allow efficient m gemnt of the military hMlth cm system
Th rate at which medical care is used by patients can only be crudely
estimated, because nobody knows the true " of the patient popula-
tions actualy being served in MTfs Mitay providers of cm have
little oraniatonal incentive to choose patterns of medical practice
that lead to the most efficient use of medical resources. Patients have
little incentive to use the system efficiently, and they respond with
vey high utilization rates compared with civilian populations of the
same age-ex mix. Finally, since no other msmrese an available, the
current system measures tho performane of proMvide by the numbers
of medical visits, treatments, prertions flled, etc., per provider per
month, but takes no account of whether those visits and treatments
wei approiate. And the system does not account for complexity of
ativity. For ezample, each of 12 monthly visits for a controlled dia-
bole (or a pms riptom refill) counts the same as an intensive workup
of a now diabetic. The current incentive structure leads to consider-ab aciit and littl ablt to mauve its........aees

An HNS could fcleitaterai ma t o the incentive structure.
With a known population being served by the MTF, it would be ponsi-
ble to mesure both the rates of use by individuals and the p tvity
of povids in caring for patients. Output of the c could be
msmed in patients cared for, rather than in visits poldo

The Ailt of DoD to control and measur activity in the helth
we elIw could smbance th efficlency of the system beyond that
ewielb achkv&L How much ain could be ahieved, cannot be
bmed .m aif data: A dm sm of the concept would pro-
vde ush I

3eef Ob m WidM 4m M

The hah beeeft provided to HS enrollees can be decrib in
SOW dkoes

* saw d esn a (nefois, mad. tudms ewemd).
*~~~~~~~~ 1~ ds1tmi rw~.p~~e

aOthe fimMe oos&mn (05. pusmlum).

MWe 1 -nt p.Ahe . Mof ? and CHAMPaUS oop provides the
snpssnsse of . asd seep of b nife, Mated co s sm, ad



1 7
substantial. catstrohi prottion, but in amny cases, this guarante
is ilhuor. The current scope of beneft in the MM~ hnclises stan-
dard medical car. for actv duty personnel, with de"ta and psychia-
tric care and no c OFamna At the other end of the spectrumn,
retirees living far away from an AM rely primaril on the CHAMPUS
system of insuc, which ime substantial financial risk and no
catstrophic protection. Between these polar case, active duty depen-

dens and retinee rely on a cobiato 0f WIT are (with little
financial risk when such care is available) and CHAMUS, which
poses an open-ended risk. Since the nT systm imposes Certifica
of Nonavailability on at least some patients, this risk logicaly has
every noniactive duty beneficiary.

If DoD moves toward an HES, it will hae to choose bow to alber
the health benefit (if at all) hrm this current packags. Som possible
chande (eg., catastroph1ic protection) would ehance benefits. Other
(e.g& copaynmns for nonactive duty persons hor using the MT~s)
would be viewed as a mredton in beneft. Many of the caoices aou
the benefit mpg cannot be answered in a feasibflt stud alone.
Dcl) aniake choce involving tradoffs in many dmemi... In
this stud, we have analysed benefit packages with tie bolowieg vaui-

8SiW of BDauft. The pirwat CHAMPUS pckags of bemeft
cOloey matche that of mW Privt health. *Woe Iududd services
lambd hee not direcled towaad the dimaceis or tasns t of sarm
do"a e; eustodlland lomng~tm can; musk comutawr m ol-
time viio and heWmp routi physica ezamlnthom bestat-
must as thsr and akopsis. AsWi ham thus (eld a bwmm
esotwk "msklm), CHAUM P 'rviss tho eope of no"hs owr
for auh MAy depemdst nd, ustoes For active *Ay persoond
them lv, I wse m-oq el 8SIOS I d b ataldesa visions haffffi Ph"&i

.1ad la~e a4 o ae aeime not swagh"i to .emSOON" Myw
Pam&, This w sea. satofa d beadS. is avds tw ilthees(ba
not to thin dpA te km IVI. 7W^s Odom. lvig smaim*
clms to asW to obtain this caire receve bo meseiwb thes is

- ee*the Cyham WU bnd" af'wa"km sM

Now~ 1044 * mp mm Toms .s * 'b ither ASb wih
Pls is* th*Ae 1 . * Si& Wn", atse b-

in dhir~?*.sM o 4Wsaw on
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incud dental care for al olible would modify our
estimaIed costs and could aec retention and enlistment activity, but
little of the reminder of our analysis depends upon this assmption.
Discuselom of the feasibility and dsirability of the HES concept dons
not chep If DoD chooses a divent scope of bensits, and we do not
men t pl hs choice that we ndo the current package or
any PON alernathoe.

Cop:ymsnt d Cod Sehrifi. Payment. by patients at the time cao
is receive clarly reduce meal utilization. With growing costs of
am in the IMT and CHANPS systems, ougeloml interest in a
copqmotm within the MT7s also increase. A mm report fom the
Senate p riations Committee directed the DoD to reasmins the
OFportunities to reduce costs with u fee seeking a rept to the
Committee by July 1, 194.7 In this study, we analyse three sneulc
prmposals for copyments under an H13--i co ,nge a 25 percent
capayumt by individuals, and a flat ded iBe paid by individuals
befare $A coverage begins. Other varlants am obviomuly possible.

We do not recommend any spedi&i choice of capaymsents. The
,adom M involved in makng such a selection require choice by DoD

and incld matier beyond the mcps of this study. We do provide
evidmne on the cost and other csquecs of choosing alteatv
a*m tA pim to anit DoD deAmimi abrs in their slratlon
of this iffims (Se. VII ammbi these M ts.)

O lt m Phk M W t yout 'm M of MThs md
CHAMPUM dons not provide ctso hivc Insuranee Proception Ui-
I to fe l actie dayv pu a, their depeadents, and reiees.
buiefg a cdoutaphl e wo e spem w d puovije a new I u'
to n seef dy pem. Wed (i See, m)shwin ta

debiHilty to" th -beahiss a * sow be& is bvium: If cope
som A* WNg is s z d -the .ubss apbl c lim"t the fliftm
A& - IavMW hI&m h w oimal of' viso OA the sws
-*6 ap a* dwmis aw adweum , ts n cMuig m ram .

ftwasu *j ifemih 30bnf Ami MOM ailA.I AO
ofcost shaing avalil to DO~ W,* A&" win naeshdi heal.

daism pmim W9#od s lowI Me r t Dom
is guts AfteOk " & '-* *in.* 1mw *% wak'Mt0
b" s-bs. M .d6 , ,w. . a' t-  m . .- ".•
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the premium affects decisions, about enlistment. We have not studied
such issues, in our report, but we note that formal recruiting/

comenstin models are readily available to assist, DoD in asessing
the effects of various premium choices.

A Health Ailoaw. Just as with insurance premium&, imposing
copymets aies the risk that recruiting and retention might fall if

eollees perceive the new copaymen structure as a loss of benefits.
To confront this isue, we have devised a system, whsnbt DoD could
Provid a niew -healt allwance-imllar to the current hoasing
allowance system-to offset any effets on recruiting, retention, and
morals. In concept, this hesith allowance could he et at any leveL,
including (if desired) an amount lIp eno4*a to offet completel the
average payment that bemeficlariss mih make for a gime copayount
phln While we do not waggst that health allowances be se that hq,
it should he clear that the health dlloweece conuept provids muficet
financial flexibiit to allow DoD the option of iacluAdng F o"yM M s-
a utilization controlling device while tanqenlistment and zss-
liatment at desired levels.

Comm t an
DoD can chooe various comflurnlo of an 1138 that IIl if-

fien costs. We cmn Sesna the Cosms at an MW under vb
choices, but these esdms mot be validetd with & oulusof

* ~the MIS concept to be cersaix df their accuracy. Fo eamh it is
iumposible ter Miqe In advuace just how much eismrpin

* misht adog from caenifg impat" s and orsr'isiztion of UMI~ and
yet such egeissac olvimly dst costs.

We cam show the Madgle eabds on cost of diflrent 1138 options
open to DoD. Tle m*r ienios of choice we study inebds:

" 7he lewdl of Pupelmemo cosem.
" The tome mnt nk he the M'L'h

7% raftm at wbik am w as are added to MM a a

IUs Ih we pmi (ps i wine heft a Ikaa) fr bens-
claims

KIm fee II S g 1Wq MOOOW *A*~ PM eas 1111-
MY lee dhm thu. wfk #A sewa Ofdf a nut

is - uerew eqeaint smaifd Iw Mw Oe m in a&.
eds mIUSan wit M ""UP Met on gnu 41we 00ea6

&Aef low* wlla
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billion more than a plan requiring a per-person annual deductible for
nonactive duty persons of $260.s

Costs alone are not the only factor affected by choice of copayments.
We also provide evidence that imposing copayments as discussed above
will lead to only small effects, if any, on the health outcomes of
enrolled individuals. The Rand Health Insurance Experiment showed
that persons enrolled in all copayment plans (25 percent copayment,
individual deductibles, and plans requiring even larr cope mets)
showed negligible reductions in health compared with those on the free
plan.

Another major dt of total HES costs is the level of health
allowance chosen (if any) to offset the financial loss of copsyments,
coupled with any insurance premium charged. If the insunco pre-
mm is zero, and the health allowance is $100 per person (a "net pre-
mium" of -$100 per person), then the costs of the HES are about $1.5
billion higher than if the net premim is +$100 per person. Our simu-
lations (Sec. VII) show that DoD should careftly consider the benefits
from reducing a net premium to nonactive duty beneficiaries, because
the cost consequences rapidly add up. We provide tables in Sec. VII
showing the cost conequence of a larger set of such choices.

The choie of premiums and copayment structure in an HES could
also affect individuals' decisions to maintain the private insurance cov-
erage they currently hold (often provided through emploment-related

toup Insurance). Even though employers contiute a considerable
amount to this insurance, surveys show that large proportions of thes
individuals pa at least some premium towed their policies. If the
HS is provided without ny premium, and partcular if the HES
coverage that in private hold insurance plans, then the incen-
tives to continue the private insurance could fall or vanish. If this
occurs, the benefit pamment current made by that insurance would
vani and the mecal costs of that car would be paid by the HS.
We have crudely estimated the amount of those private benefit pay-
ments to soeed $0.5 to $1 billion in 1983 (an Sec. I). A now survey
showing the coverage, total premiums, and cos to individuals and
famiUe of private insuraos would help DoD design a premium struc-
ture to protect against this Comequemew

Another fator a eFt - oveU HI cost-the target population
asped to the MThL Cemna, ol eeuae the number of persons
under the mei the dwM syim amnt be known with oelainty, but
the 3o em mma sewpt eshis tot ahifty MS dwioe of

6VOWS~~~~~ ddis" owsdW isa is m M, Pf #A*= = Nor

as/al IL' o mm f - - 1 1 ga.-~t
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how many people are to enroll in the MTFs significantly affects costs,
and the cost of this decision interact wi the decision
about copayment levels. These results (again) are shown more fully in
Sec. VII. To show the importance of this decision, consider one co:
If a net premium of zero is charged (no premium, no health allowance),
and the MWT enrollment is set at the low end of a plausible target
range (4 million enrollees), total HES costs am over $1.5 billion higher
than if target enrollment is set at the high end of a plausible range (6
million enrollees). This same enrollment choice changes total HES
costs by less than $1 billion if copayments are used, demonstrating the
interaction of then two central decisions facig DoD about configura-
tion of an HS.

The Euroliment System

Basic and Suppementl Pans. An HIE enrollment would automati-
cally incude active duty persons in the MW plan. Since we are con-
sidring the sam broad scope of benefits that currently exist for active
duty persons in the MTF system, no discumion of supplental bene-
fits i needed.' For nonactive duty persons, a system much like that
available for civilian federal employees (through the Federal Employ-
oe' Health Benefits Program-FHBP) seems appropuiate: A "basic
packae defined in terms of scope of benefits, copaymnts, ad pre-
mium payments, would be offerd each nonactive duty person. As
noted, we presume for simplicity that the scope of beneft would
match those now available. We do consider alternative copyment,
stuesm and discuss the cosequene of those Choicee.

As with FIHBP, an should offer optional coverags that would
impove upon the basic pack . We recommend that the antire inre-
men cost ot such "hgh option" packw s be borne by the eurollse
The t of non-MT enrolmet options should include, when possi-
b1, v epsl4 practice plans uch as HMOs and am other approved plan
that was availabe Sinm such plane difer in their capabilities and

D his option Will obviously Introduc vusfty in the

'DD o igi si mr" of hem m aft I fty Ohd

ON u he O do amohe A poun
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coverage available to HES enrollees, depending upon where they might
live. But the availability of the basic plan to each enrollee provides the
equality of treatment deemed desirable by DoD.

How Should Enro ent Be Conducted? We studied several enroll-
ment options open to DoD. One important choice determines whether
enrollment is centrally or decentrally administered. At one extreme,
wholly decentrlized enrollment places the enrollment activity in the
hands of each MT commander for all persons in his catchment area.
Under this system, the MTF commander would presumably receive a
single budget for all his eligible population and choose how many to
treat in the MTF and how many to enroll externally. We rejected this
model as requiring too many management changes in DoD, possibly
conflicting with readinms and mobilization goals of the DoD, and as
requiring each MTF command to acquire new skills not now
represented in the system.

A more central enrollment conducted by DoD and the Services
seems better suited to an HES. Economies of scale could be developed,
and the geographic relocation of active duty persons and their families
or retirees would be handled better and easier with a central system.

Another important mis in enrollment is the extent to which free
choice is offered to the enrollees. At one extreme, each enrollee would
be told in which plan he would receive care. At the other extreme,
each nonactive duty enrollee would be allowed wholly free choice of
plan. Free choice obviously benefits the enrollees, presumably incres-
ing morale and reducing retention and enlistment problems. However,
a risk arimse that free choice would lead to enrollment patterns that
would conflict with other DoD goals, notably providing an appropriate
patient mix for rediness training.O Baed on patient choices shown in
a 1978 srvey, voluntary enrollment would not disrupt patient care pat-
terns reatly from those currently found. This implies that patient mix
would not change greatly and heon that readines training would not
be dkrpted Thds conclusion is baed on a simulation that assumes
no change in premitu or copayment structure frm those found in the
MTs or CHAMPUS. any salient hatm of the benefit package is
altered, particularly to make M'T? or non-MTF cm relatively more

pm would be pariulaplry at to t" the orliawt outeene
under an diod bonft padap.

Voluntay olhmisnt aso ofb the poudbift that (of fW)
pam would sek IM eurlnmnest than the Wen aoid hmdb

"aft, Wrv mm s m sed a* 6mndo wW l e sa M !asSl in



IExcesa demand for MTF enrollment could be controlled by asagnmg
priorities among enrollees and rationing eligiblm However, if too few
persons sought MW enrollment, alternatives must be found. We dis-
cues (in Sec. IV) how the health allowance concept could be used,
either alone or together with adjusting premiums charged to nonactive
duty persons, to direct patients toward or away from the NMT as one
potential solution to this issue. By this plan, the amount of health
allowance offered to an individual could vary, depending on whether he
enrolled in the MW7 or non-MW7 plan. A similar pattern of
allowances is now common for housing allowance depending on
whether or not the person resides in basn housing. An HES demon-
stration could provide important information on the sensitivity of
patient enrollment choices under different health allowance patterns.

We also considered whether voluntary enrollment should be offered
nto idividuals or to whole families. Observed patterns of medical care

use suggest that most families now use the same source of care for
their entire family. Thus, imposing family (rather than individual)
enrollment would not present a hardship to many families. One group
in particular-families with older children-shows the gratest propen-
sity to us different sources of caro for different family members, so
this group would be most affected by a decision to allow only family-
based enrollment. The obvious tradeoff involves costs of the enroll-
meat system If individual family members may enroll in diffent
plans, the complexity of the enrollment pac@es rises, as do the oppor-
tunities for the families to Ugpam=" the enrollment system to their par-
tinM.l advantage.

How Many MTF Ehrogl..? In our discussion of the costs of an
HES, we noted that costs are potetaly quite sensitive to overall
enrollment into the MTFs Enrolling more people Into the MW
should reduce total HBO pectim cods, because the sm win not
have to pay for additional cqaital fociies that are already available
for wartime steab. For this rmson, MW enrolment should cost less
than enrolling a in th private M ctor plan (This
prmes that an HM S could acbiev, comparabls efficic to existing-iv sector bmlth Can stems.)

ethe Smosappe level o onmesnt In te MT7
is a comples task, posing uidrae da mqur s We dad that
esting data systems witi DoD cmnot aWo the abt tOpe of
planning models availah but we - so nmoa why such data could
not he g In the mUltsy hMlth e *s m V desled. How-
over, If a d of tA HM concpt is umirktam, emm bhasi
of assning -ullmnt 1mit be mades. We usm dt a d m cm
from an oxisting plaming modal in As Ak em ersOM I IN
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Reqirmet.Intepated Specialt Model) to dmntaehow such
Planning could take place with existing data. We believe that this
model would form an adequae basis at leas for demonstio of the

lIES concept with some changes in the primar/specialty care mix
Ivrfiions.

hanem Needed To A Pconmplih an HES

Our sANd also addressee the changes needed in DoD props.. and
management to nak an lIES succeed. While many changes would

ioma the Aanticning of an ME8, several changes, appear central to
sucaess The muwo changes we set forth (and some smaller changes we
ReCOmmnd would require chan in legm auhrW ain Service regu1-
lations, or both. In some cass, -& -inepainmy vary concerning
the need for new mthi-aition, and appropriate legal review would be
nded.

Replucenwut Budgets. Actua staffing in MT~s deviates from mown-
ning -atbrisatioms because of the overall inabilt of the military to
recroit as nmy providers, as the plan includes, and beause asuigned
Providers my be called on sudlden duty elsewhere. We develop a nw
buistary deviecalle the .rplacem budgt to ebAt this ris&
Put simpl, when an UT? reced e a targt patient loaid to am*%l it
also uses authori aIon for a qspecific mix and sie of provider sAffL
Any tim this staif i aubrlation Is not filed an atomatic replace-
ment budget mnmt would be allocated so tha the MWV commander
could eithr purchase supemna e from the privet, wecow (on a
visit-b-visi basi) or hire tsmpra or permaneint rpseetsaf
We envision this budgt as ~lltrdby the Services through their
norma meica chains of command.

Rsb~sw M ve WY so ris not onl from msafn u rAl* is
but also, fromn te unusually essve patit. aqelaly Ila issuer
AMs a single, empnsh cm (mooeyse ai ehnt *M pati nI a
coin, buon painas aois) could pims e .m I ithAI finania
stass on IM but. Thime, we develop a reuvmmase ssum

admniteedby each Servic, wheraby usmea.* eapeemle peten
wpid s for by aetod imm epbm S&a& a iaa nv osi 0pmbto
the sut of reim se tha pI!"% P gold puas"i plae (M&c a
HMbO puska bun the Mmm... In&et

flw Mmb% A~,we. We hew *a* diunsed the pilal ane

of a W"a mfbtwa ee .Wd thwu~ e m" U "-lbm a& mom "pse* MOWe ~ th

SWmWd nsw"ot*0 m



Dat 8,etema. The current dat systems of DoD could not support
an MIS but csrtain changes could be mae that would allow DoD to
urs thee systems effectively. The Capabilities of DEEM (Defense
Enrollment Eligibility ReitainSystem), TRIMIS (Tni-Service
Medical1 Information Sytmand other systems would have to
expand. and the accuracy and cmleteness of thes systems would
have to be enhanced. Many M[TFs do not yet have ail of these systems
operational and successful functioning of an lIES would depend upon
widespread functioning of these information systems.

Other Change&. These changes represent the most important that
we have identified in the course of our research to allow an HMS to
function. We have also identified additional changes that would allow
an HES to operate more efficiently, although many of these change
would improve efficiency regardless of whether the lIES concept were
adopted or not Section V details these changes.

A~7i t  s s1I d -6 &c cit S

CONCLUSIONS AND NEXT STEPS
From our research findings, we conclude thatthe HES concept is

'g t heth replacement budget the reinsurance plan, and

succesfu completion of appropriate data and information sysms. T ki tx4WrA
--- WMeF cannot draw final conclusions on the eventual desirbility of an
HES. While the incentive structures of an lIES and the ability to
manqe the health care system better both offer great promise for
lmpo,vsmsnts in cost and quality of care, only a demonstration offers

teopportunity to oham how outcomes vary under different program
designs. Specifically, a controlldM osrtn can provide informs-

tinibdb* C I) k Tl-t.4 V 01"4 - is (A1F)

"'0#Would patient tatc th projections? Would dif-

training conse@quencess Of acn]a enrollments? z
>9 How mush efficienc gain would an from the new incetives? C3
40How w*Al patients use media care under an, HIS environ-

mkent in M How would medical practice patterns change (if

Are currenAn avaiabl models adequate to peoject enrollmt
of ane now desa and moesede?"V-

1n a&MWUs, shake WA* be ma& to cofgur an IS approa~el.
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protection features, any premius charged, health allowance levels,
and certification of non-MW health plans. A demonstration could
include variability in copayment structures to determine whether
copayment has the same effects as observed in the civilian sector.

Each important change in DoD management and organiztion
requires new activities in DoD and choices about the level of adminis-
tration, the mechanisms of financial control, and the establishment of
plans that provide appropriate financial protection to MW com-
manders without destroying the desirable features of incentives built
into the HES concept.

Two paths appear open to DoD. The first would proceed with a
dmonstrtion to gather data on important aspects of an HES that
cannot be learned from current data. Section VIII discusses how such
a demonstration might proceed.

An alternative path would begin a phased implementation of the
HES concept without the intermediate step of a demonstration. This
ssumes that DoD has decided that the benefits of an liES outweigh
the costs, ie., the concept is desirable. If so, then the advantages of
proceeding immediately include:

" Less delay will have been introduced before the HES would be
operational.

* Greater assurance is provided that the first phases will accu-
rately represent the effects of a full-scale program.

In particular, a fully implemented ES would require significant
changes in oranization and managment The possibility exists that a
demnsaAtn might have to take place without such changes being
fully implemented, leading to apparent failure of the Ienstration.
Even if the demonstration is carefully designed to mimic fAll imple-
mentation, it can fail if the participants, believing the changes to be
temporary, fail to smpond. Therefore, particularly in the context of
Imp and complex oanizaions, damonstrations can run the risk of
providing incorrect indications of what a system-wide change mightproduc.

Proceding without a demonstration also rais significant riss as
noted previously. The very issues that a demonstration could clax*
all pose potentially important sorcm of difficulty for operating an
HES effectively while allowing the goals of military medicine to be
met. A mmon a ppe deshib to reap the ill potntal of an
HMS, but we recognine that o natl omit might make

the results om a dmons o mieadi*ng As we discus in Sec.

I ll Il I II I l i t I I I I I l i t I I
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VUi, most of the step that DoD would take for a phased
implementation appear similar to those needed to initiate a cardily
desined demonstration.



U. BENEFICIARY CHOICE PATTERNS UNDER
THE TRADITIONAL MILITARY HEALTH

SERVICES SYSTEM

To sses the probable impact of conversion to an HES, it is neces-
sary to begin with a clear picture of the status quo. Under the tradi-
tional Military Health Services System (MHSS), it has been possible
for individual military beneficiarie to select a mix of sources for health
care and for MT77* to depend on alternative sources to supply services
that lie outsid the capability or minon of the MHSS. An HES would
restrict those options and thus in principle might represent a radical
departure frem the status quo. But such options can exist in principle
and yet be rarel applied in practice. Whether restricting those
options would have much practical impact is an empirical quesion-
one addesed in this section using data from the 1978 Health Servies
Utiiztion Survey (HSUS). 1

OVK3VIKw 0F TUE FINDINGS
The following summarizes the quantitative results and our interpre-

tatirn of them
1. About two-thirds of all military beneficiaries in 1978 exclusively

used a single sourc of care.
Even Nf active dut personnel are not counted, exclusive reliance on

a single somc was freqent. 60 percent of all nonactive duty benefi-
ciarie used either MTFs or the civilian sector exclusively. Among
these bemsficiaries, formal enrollment with their usual msou would
nft (in itself) have been a noticeable departure fromn the traditionsl
MESS. It would also have had no impact on the MrT cae lmoad and
-a mixes attribuable to these bene-ficiaries.

2. Another 5 percent of the bneficIaries (6 percent of the nonactive
duty be-eficiaies) reported no utilization and no usual source of care-trn 197L

'Wbg In mod le =~t qimid. Is o m. an tM inr ton W"is hIv
01u hbuIs.Im ak* M a do INrn A uor meft a of1. db bumt em

to esimm o bda1ftin ot~ asm mi y Am iAm u dog wn .ud
des pa t kb ~ h b i wf Is do IM snw, dinub is Aspemix A.
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Thi provides, the beat available estimate of the proortion of the
beneficiary population that rarely seekts health cars. It is difcult to
predictl what enrollment decisions would be inad. by infrequent iuses.
What can be said is that their decisions would have Mite ef~c on
MIT case loads or case mixes but that MTF@ would beneft from
enrolling these bnfcaisif resources are allocated to MTrFs by a
capitation formula.

3. Crossover umers-individuals who obtained cmo from mixed
sources-accounted for about 30 percent of the 1978 beneficiary popu-
lation (one-third of nonactive duty eligibles).

About half of thes beeciis used MTFs for about 50 percent of
their health cmn and might have, used M774 more if there had not
been provider shortages. The remainder of thesenecirs obtained
more than half their car from civilia soures.

Enrollment choices among crossover benPreficiaries, would have the
greatest impact on M77 case loads and case mixe. Hypothetically, if
all crossover enfcaishad enrolled with MrTs under an HEM po
gram in 1978, MIT case loads would have been 48 percent greater.
However, it is unlikely that all of the crossovers, would have voluntarily
chosen MWT enrollment; (in the absence of added economic incentives
to do so). A more reasonable estimate is that voluntary enrollment
under an HMS might have increased 1978 MWT service rsosblte

byjust 10 to 30 percent.
4. Without increasing ambulatory or inpatient case loads, MTes in

1978 could hae enrolled all active duty personnel and their dwpadente
aboutA 40 percent of all other eligible beeiiais
Because moat active duty dmpeonet already relied on MTFs for

most health care, giving them priority for MW7 enrollment would have

of them chose WW' enrollment. Ther would have remained a sub-

asgo ontriuig to MW?, training and readiness missions.

fare with the historically observed transition' to civilian source amm

D Dmopaphie #as~ieom l cheniftin -ed espei
100l dbue to the 110a1est INAa~ topetas AN ae~l g whodhe

be g*-luiw resc ddi sst, m at t e ON , oM OrNOIS Ova.
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A preliminary model applied to the 1978 HSUS data Suggests that
enrollment decisions can be predicted in the aggregate and for individ-
ual MTFs. A -emonstratio or exeietlHIS project could refine
and calibrate the model. makring it feasible to plan a full-scale HIS
and evaluate its coet and utilization impacts.

COMPONENTS OF THE ANALYSIS
The analysis has three components. The firet uses unweighted

cross-tabulations to address basic questions about the health care
sources used by military bnfcaisin 1978, how reliant they were on
those sources, and how that reliance varied among Service branches
and eligibility categories.

The second component uses the 1978 HSUS data to illustrate how
more recent Survey data could help predict beneficiaries' enrollment
choices under IS. Details of the preliminary prediction model ar
reported in Appendix A.

The third component simulates the enrollment patterns and MIT
cms load impacts that might have been observed if an HIS had been

impemetedin 197&

BASIC FINDINGS FROM TABULATIONS

Do Many IS eflMarkes Rel on a Single Source of Care?
Yes. Most Survey respondent indicated that they rely on a usual

source of care, and reported obtaining most services there.
People who reported some ambulatory visits and a usual sourc

repesnte tre-qurtrsof all the marvey reupadsts-and 76 per-
cent of them 1roponrted that a1V their visit were to the usual source they
cited. Anothe 10 percent; reported mos visits to their usual soure
than to any other.

Of the 1191 individuals who reported inpetisut stays as well a
usual sore of on% more than th eesa had all hospital stays at
their Usual soumar Thi, Sonr rngies, fros 70 percenst for respondents
whose usual source is the MT? to 90 perent for those whose usua
SON is the civilian setor.

We Suspect that svs more people wouM have obtained their kia-
tlet am from thei usial wow.e if -peidnr chokce Wafnt been
NOW"ued Gogtitlest of -aaihllt d1ta 1o 1960 tbuoq* 19M
show tha roghl 10 peresat of the. ah s t of lapatisat am
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away fom the MIT' were Wamed, because of an "excess wait for admi-
sion" or to obtain a *type of care not proovided"; if the same was true in
1978 perhaps 90 percent or more of the patients who aid they rely on
the AM would have gotten inpatient care there if availability had per-
mitted it. Similarly, the patients who rely on the civilian sector might
have received more of their inpatient care from civilian sources if they
had nod needed Certificate of Noneligibility autlhisal

Do Entire Families Cite the Somne Umal Source at Came?

Yes. Among the survey's 2430 multiperson families, 8 ai but 18 per-
cent cited the a- usual source for all family members. If we suppose
that people who cite a usual source would he amenable to enrlling in
an HES plan with that source, fwer then one family in five would
have troube selecting a single plan for all family members.

The MW was the moat common unanimous source cited account-
ing for 55 percent of the families. Another quarter of the families
named the civilian sector as the unanimous choice.

Active ditty uhpemdsnte generally rely unnronyon the MWF,
doug with their active duty spofsor. This was the cea for 86 percent
of the astiv duty fAMiMes

A sumfer fractlon-4 percent-of the multipereon families with
nomatlve duty apmounanmul ae the T" as the usua
somon of care Among the nonactl duty families, nearly 35 percent
named the civilian sector as the unanimous choice.

The agas of children are related to whether the MW is their usual
e. Among children for whom a usu amouc was cited, we found a

!W3~ decline in the MWT percentage as age rises-and a correspond-
lug inctese in the civilian percentage. The childrens age "efect Ws
ilusad in ftg 1. For many children, the transition away from

Nod 1s, 1 w ur the tUm 'hossuold" to unm a yarn ai A of tha
fim t hmi 3mm m keeihb a*uh =m*~ qu umr -t ee WmboM am

=N1b1s ie doi ma do"a apeu h tb i &ntl. dumbs frau
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Does Family Reliance on the MIT Vary by Branch of Service?
If So, What Might Account for the Differences?

Figures 2a and 2b indicate some differences among Service branche
in the frequency with which al1 household member cite the MT as

Ative duty families (soon excluded)
lOO
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their usual sourc of caum. Figure 2a pertains to active duty familie,
fg 2b to nonactive duty families. UMh dat a derlif the two
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ground. They are somewhat less likely than Air Force households to
rely unanimously on the MTF, and somewhat more likely to rely unan-
imously on civilian providers. For active duty families, MTF reliance
is least common in the Marines and the Navy. However, Marine
nonactive duty households rely on alternative sources much like Army
nonactive duty households, leaving the Navy as the least MTF-reliant
of the branches with respect to nonactive duty households.

We explored the possibility that the lower MTF-reliance rates for
Navy and Marine eligibles might be related to the fact that there are
relatively few Navy MTFs (which serve Marines as well). The
hypothesis was that Navy and Marine eligibles might have to travel
much farther to use an MTF, which might reduce their tendency to
rely on M7 care.

Distance to the MTF is clearly associated with its mention as a
usual source in the survey data overall. This is illustrated in Fig. 3.
For each of four categories for travel time to the MTF, the figure
shows the percentage of eligibles claiming the MTF as their usual
source. The percentages fall as travel time increases.

However, data presented in Appendix A, Tables A.3 and AA, show
that Navy and Marine active duty households do not live farther from
their MTFs than households in other Service branches, and that Navy
nonactive duty households generally live closer to MTFs than do
nonactive duty households in other Service branches. For nonactive
duty households, travel-time differences do not explain interservice
differences in MTF reliance. For active duty families, travel times
might help explain the high MTF-reliance rates in the Air Force but
would also suggest that the Army-not the Navy or Marines--would
have the lowest MTF-reliance rates. If anything, travel-time
distributions make the relatively low MT-reliance rates for the Navy
and Marine active duty families even more puzzling.

We also tested the hypothesis that the explanation might lie in
differences among the characteristics of households in different Service
branches. Overall, the survey data suggest that MW7-reliance is more
frequent among households that contain young children. (This could
be zplaned by the absence of copayments for WW car, since civilian
lMOs that have low or ero copayments also tend to enroll a high pro-
portion of familie with young children.) For example, among active
duty familis in all ervie bnmhe the percentage relying umni-
mously on the MIY rims ftm 76 pecent for those without children to
8 percent ib those with at h"t one child.

Tere ae Smis brameh differePce in the composition of hmilie
(e., the pUCsags df mtiv dvuty fadlies with hldmn is mewhat
low In the Mrine md Navy rvey samples), but ty are insuffi-
ciat to apidn muwa ofthe Em es in MT reliance. For mpis

i i ,|
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Fig. 3-Percentage who named MTW as usual source,
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N ea~ the Navy dat to the valuesthey would have if Navy active
duty families wer as likely to have children as Air Force actve duty
families, the Navy MTF-reliancs rats rises only slightly, from 80.9 to
81.7 percent, still, well below the 88. percent rate for the Air Force.

Furtermrethe enirollment choice analysis presented in Appendix A
sugsets that, after taking acount of a'm travel time, family income,
and othdm opph haacerstcs a smaller fration of Navy chil-
dram relied on MTFs then did chldre n other Service branches.
Tbu reliance an MTW. would be lees common in the Navy than in
adw. serv ices eme If ther wee no differencs in fmily cmol~m
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Many Navy MTF officers argue that active duty dependents should
receive first priority for enrollment under an HES because the Navy
has a special obligation to assure dependents' welfare when the active
duty sponsor is away at sea. The survey data indicate that active duty
sponsors' absences were about as common in the Army as in the Navy
and Marines--and that active duty dependents whose sponsors are
away from home did not choose to rely more on the MTF. On the con-
trary Among Naval active duty families that had some ambulatory
visits during 1978, the percentage that used only the MTF was actually
higher among those whose sponsors were present (68 percent vs. 48
percent). Several different examinations of the survey data yielded the
same conclusion: Active duty dependents with absent sponsors, in the
Navy and in all Service branches, have less reliance on the MTF.

We suspect that the 1978 Service branch differences in MTF reli-
ance were caused by differences in availability of MTF health services,
particularly those most heavily used by children. Since 1978, the
availability of MTF resources has changed markedly. With more
recent survey data, we could test the hypothesis that changes in MTF
resources have changed MTF-reliance patterm If the hypothesis is
correct, we would not expect to observe different MTF enrollment rates
among Service branches under an HES that implements a uniform
MTF resource allocation policy. Being unable to teat the hypothesis
with currently available data, however, we are forced to conclude that
Service branches might exprience different ES enrollment rates.

Do People Without Visits Have Dstinctly Different

Usual Soure of Care?

About 14 percent of the individuals who cited a usual source of care
had no reported vi i The folowing evidence sugests that, overall,
peqp without visits are distributed among usual sources much like
peopl with visitsO

Umi Bom or Can (M)
IT? CiviliU VA Oth

lndkvAihb with vWi S a 0 2
Ibmlvhmnb whaut 80 U 2 6

'11 . uuu bsm 'yi mow sLilr m m emt aiiM &* m w ParJ
ssooke doe Pnpswti ang he wMTV bewo 00 Pwot ad 56 1 1 fn hr .-
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Individuals without visits may represent a simple random sample of all
people who have Usual sources.

However, people who do not have ambulatory visits during a full
year could include individuals who are especially healthy or especially
reluctant to seek ambulatory care. Such individuals do not impose
much utilization on a source of health care and thus would be advanta-
geous enrollees for providers whose reimbursement is by capitation.
People who do not use much care may also be especially amenable to
changing their usual source in response to the premiums charged for
alternative insurance plans. Only by implmenting an HES, perhaps
on a demonstration basis, would it be possible to determine what
enrollment decisions would be aong these beneficiaries.

What Sources Are Used by People Who Do Not
Name a Usual Source?

About 12 percent of the individual respondents indicated that they
have no usual source of cam. (Remnarkably, this statement was made
by over 17 percent of the active duty sponsors.) An observer might
speculat that these individuas raly use health care and, when they
do, are spedall lMily to vary their mu of car from one episode
to another. Howev, 84 percent of the individuals who reported no
usual source nevertheless reported ambulatory visits during 1978-nd
the evidence from these visits (se Appendix A, Table A.) suggets
that such individuals rely on particular sources of care about the same
way as people who reported a usual source.6

People who did not name a usual source may not feel themselves to
be reliant on a particular source of care-and thus may shift allegiance
asily if financial or other Fmnsiderations warrant W However, even

these hlndkals often use a amm of ear excluavely, and we would
not be sunisd to find thin sevolin with that mue under an HIS.
That is what we postulate in the simulatio reported blow, a demon-
stration would provide evidene to support (or refute) them beliefs.

DEPLICATIONS FOR ANALYZING MrF ENLLMN
AND CASELOAM UNR AN M

The finding fhom the basic tados of 1M SU data aut
tha (a) The suvey daf ye plausibe results without awalies,
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that might seu st major sampling or response bias (b) military eli-
gibles reveal provider choice patterns not unlike those observed for
civilians (e., in terms of response to such factors as travel times); and
(c) the majority of the survey respondents rely on a single source for
most or all of their health care. Even in the absence of an HES and
during a period of severe restrictions on MTF provider availability,
many-though not all--eligibles behaved as though they were enrolled
with a particular source and used the MTF as that source for ambula-
tory as well as inpatient care.

Some changes have undoubtedly occurred since 1978. The eligible
population is larwer today, and changes in enlistment and reenli nt
rates may have shifted the population's composition with respect to
age, seX, family size, and other characterisic. Changes in the availa-
bility of resources (especially providers) at MTFs have probably
increased their ability to provide care to those who seek it. The Bene-
ficiary Health Care Survey currently underway might well show
changes in MTF-reliance rates within eligibility strata as well as
changes in the numbers of eligibles in those strata.

Nonetheless, we anticipate that the new data, like the 1978 survey,
will show that most individuals (and even entire households) tend to
receive the msjority of their health care from a single "usual" source-
typically either the MTF or the civilian sector. Though today's MHSS
eligibles may have different MT7 and civilian reliance rates than
1978'% eligibles, we expect reliance on some usual source to remain a
prevalent behavior pattern.

Reliance on a usual source produces utilization patterns much like
those under an enrollment system. Once an individual decides to rely
on a particular provider group, nearly all utilization is directed to that
group. On occasion, the individual might turn to an alternative pro-
vider, or the usual provider might decline treatment. However, this
occurs even in formal enrollment systems (e.g., civilian HMOs); such
systems invariably contain provisions for emergency care and referrals,
and their enrollees occasionally purchase out-of-plan service An indi-
vidual may change his or her usual source over time, perhaps became
of changes in fmily composition and especially in mponse to dmgd
insuranze benefitL But agin, such chane are also observed in for-
ml enrallment syems during their *open enrolment' periods. For-
mal enrollmnt would not have much impact on those Individuals who
have ormed a clo Informal bond with a particular provider grup.

Compae to fomal enrollment systems, what d0tnue- the
"qWA-e1rOIm sn based on informal bonds is the existence of a cros-
over popuio*-. pa ot individals who heqosm* nix thei
amN m of Me These the Idwi v A w -e -eqcnre to a formal
emnent s . h Ief PtdOM e and thoes m the Individsa ls
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whoe enrollment decisions will most affect MTF case loads and cae
mixes under an HES.

At present, the extent to which we can predict HES enrollment and
utilisation patterns is limited in two way Available data on usul-
source patterns and the size of the croseover population are five year
old. And even current data would reflect current insurance and financ-
ing terms that might be revised under an HES. The fiet limitation
will woon be eliminated by results from the new survey. The mecond
limitation could be eliminated using data fom an appr
designed demonstration program.

Using 1978 data, however, we can illustrate how the analysis would
proceed. The illustration simulats what an HES program might have
done to MTF case loads if the program had been implemented in 197&

ENROLLMENT SIMULATION

For simulation purposes, we classified individuals according to their
usual sources and levels of demonstrated reliance on them. Details of
the quasi-enrollment c ificatwn scheme are described in Appendix
A. Here, we describe the seven major groups used for the simulation7

The first group consists of all active duty sponsors, who would (with
few exceptions) necessarily enroll with MTFs under an HES. The
remaining six groups are nonactive duty persons only.

Individuals who used only MW care are designated as "MTF-
reliant." Throughout the simulation analysis, these individuals are
assumed to enroll with the MTF. Correspondingly, individuals who
used only civilian care are designated as "civilian-reliant' and are
assumed to enroll with civilian providers.

Some individuals who used mixed sources of care named the MW
as their usual source and are grouped as "MW7-preferenc crossovers."
Crossover users who named the civilian sector as their usual source are
designated a "civilian-preference crosovers."

"Inftvquent usr'--people without visits who did not name a usual
murc--form a separate category because their enrollment decisions
would have little effet on utilization patterns.

ially, Individuals who did not meet the foregoing criteria form the
"all other toup.

The wWgtd disribution of the 1978 urv respondents among the
quenroment groups Iv

Ver MW do~~ h am-iiW Imi thws01M Stisess *sit thu mwad
u cu am rn ames .6 t mud . I.amo u mu, b semi k
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Growp Reqiondefte

Activ Ay 15.6
MW-re~ant33.3

tMW-pnebnse crossover 1Me
4Civ~lm-yrebrosa crosovers 7.7

CliHM-rnlimt 17.9
InfeqUaMt weos 4.9
All odhes 4.6

Thes quasi-enrollment rates ane behavioral outcomes actually

observed under conditions that prevailed in 1978. Such rates ar naive
indicators of what HMS enrollment decisions might have been even in
that year.

If an MIS were to be mpmetdin the fixture, a full enrollment
prediction analysis would be highl desirable. The analysis would est-
mate how provider choices are affected b~y a patient's demorahi

chaaceritis, ccssiiltyto MTF and civilian sources of care, local
healt care costs, and other variables. A full predictionmehdlg
would permit predictions of enrollment and utilization patterns for
indivdual MW.s (much needed for rsouce allocation planning) and
could eve svgges how these patterns might change over time and in
response to different insurance plans under an lIES.

TO test the feasibility of developing a ful enrollment prediction
method, we applied a preliminary model of quasi-enrollment, behavior
to the survey data. The model is overly simplified because it assumes
that travel times and personal and family characteris1tics an the onl
expla11natory variables. Nonetheless the preliminary model results sug-
gest that a more refined, analysis would be both feasibile and useful.
Thie resut of the feasiilt test ane preseted in Appendix A.

Becaus the model is not yet Aftll developed we have not used its
predictions in the 1978 simulation presented'below. Instead, we use
the quasi-enrollment, and health care utilization patterns actuafy
observed in 1978. Thus, the simulation of 1978 MIE enrollment pat-
terns makes the, foflowingsupon

1. Under lES enrollment, an individual would hav the sam
nunben of viAls, Inpationt stas, and npat*en days per sta
as were o-se under quei-enrollmnt

2. MTPFrlnHt and chilies-reliant Indi"idls would enr"l with
the MWF or the civilin sector, 1 recily Active duty per-
meln wotld be enrolled in the W.

In @A astas Moybi eupsyins-1 ebetsh em Utl ts iat -r shd
be smd (OsM iY to i w01 I1U. A aemi Mab*l ehmi



also examine outcomes under differnt enrollment Policies, such as
those requring. whole-family .nrollinent, a possible outcome is IMs
than universal enrollment with the usual source among MTF-reliant
and civilian-reliant individuals (contrary to assumption 2). At the end
of this section, we will relax assumption 2 to consider an 6nrollrnent
policy that gives MT" priority to active duty dependents.

The simulation does consider alternative assmpin about the
enrollment decisions among crossover eligibles. We simulated effects,
on MnT case loads for three alternative enrollment choice seais

1. Universal MWF Enrollment: Thiis sltion amss that all
1978 eligibles would hae enrolled in the nT option. We do not
regard this as a likely outcome under HIS, but we use it to kdent an
upper bound for case load effects.

2. Prefrnce-Based MWF Enrollment: This siulaion ssmes
that the MWF would have enrolled eli active duty personnel, all MWF-
reliant nonactive duty individuals, and all MW-preference crossove
individuls-and no one ese. in the absence of a Aftl developed.
enrollment chowce model, this simulation provides, the most likly esti-
mate of what MWF enrollment would have been undr a 1978 IS.

&. Preferece-Based and Resal Erolient: This simulation
oqpand case 3 enrollment by assuming the all other group Would As
enroll with MW.. Enrollmnent decisions in the all other group are
especially uncertain The comparison between case 3 and case 2 shows
how much MWF case loads could vary depending on whether the all
other group would elect MWF enrollment.

Results for each scenario are measured as percentage changes from
1978 utilization reprte by surve respondents (T7he reportsd
numr o( MW visits, inpatient sas and inpatient days are
presented in Appendix A. Table A.9.) ThsuWej dat probab* under-
state UtlUaTSom-4speclally ambultor viis uvey respondients
ma simply hav fale to recall some health cm obtained dusing the
pirevious 12 onths, and recall rOf awe probabl more common for
visits, than fm or itn stays Howeme, the memm of am load
i ts ane designed to be accurate Iftnereotn was randomly dis-
tated amn individuals aid bet e dvI~m and MW utilization

for ezample, rposs as much a 40 pseest at viel @09 ureported
acno the be"r Th m ch simulstie n"ul wculd wadeestate both
PeesmH -lmetad pm ulm MW wvi by 40perent. N~oethe-
les80th psseqe .h in MW vsit would be soinde.

Is 4A441 9W i** psased s*% %Ni wi ll~s Idh
-" b 0*0* am k pinl) soe WluuNN 7 a

AN dif to dftP 0*1 AM~ &M ww-
Puk~~~~ Weae.b ~V
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Reooks for the simulation scenario an somal.d in Table 1;
Appemdix A shows detailed results, including outesesse by b hm of

MVi
Owe notable implication o"' the simulatamm is that the sinhuisot

case lod ohFsts of MW7 enrollment appear muci Smaler (in purma-
ap terms) then the inpatient case load Whfets. (Thi applies to ec
= vc bnch a well as in the aggrept..) The mm Compared to

active dluty and MWF-reliant noetive duty iedkvi~Ams, those inams.-
owe poups reported fewer ambulator vieits but higher kqiaen
adimissions psi cqi*& Coe--mty I nn the simulation *mome
utilization by the crossover peneus into the AM, the pecentae
incrases in M77 ambulatory cas lMade In amells, than the percentage
increas in MIT? inpatient case lok

There ae two alternative rsassm to aspect that the simulation
unisuetae enrolment thbets eat IT ambuoy cos loads. One is
nourandwm recal airor Uf crosso pmp sipl relled a Smaller
fractiom of their visits, them dhe Wastd eumilmet effets would
understat the appprpiate persas champ in ambulaty case loads.
The other possibl explanadtlo is a viation of simulation assumption
1: If crae. poop. cubed thelr Visits to civiia souress in reies
to civilim o .q m -1, then the absence of hIT capayments wosuld
amusrp iamed -abod utilmfio when evossover patients
enroll there In an actual HIS enrollment analysis the serate
offsr 1 of recall erroe and copaymsnt effects should he di1s1ing9uished_ to
dft.m how different HIS hoance plaas would affect utiliatiom

Based on inpatiet data, the simulation re s igget that eve
unIxersal MIT? enrolment among crossome indivithials would hae

Table 1
SUI ULAT3D MY? CAME LOAD VIFrlB OF IM7 HMW

Percentage Change in:

my ~ M7 r
Simulation Case Visits Inpati.ent Stay& Inpatient Dlays

1. Universal enrollment +27.9 +42.0 +46.6

2. PreferewAc-based
enrollment +5.9 +10.7 +11.2

3. Preference-based and.
residual enrollment +14.6 +27. 3 +33.7

WOS. Afthers *elu~lks ft" 35si dews, 'Wetao for, t-
repmse and excluding depeadent parents.



34

increased 1978 MW cm loads by less than 50 percent. A reasonable
speculation that presume less than universal MTF enrollment would
be a 10 to 30 Percent increase, resulting from fairly high MW enoil-
ment among MW7-preferece crossovers (and perhap by the all other
group) but fairly low enrollment among civilian-preference crossovers.

in 1978, when MTF resources were somewhat more restricted than
today, it might have been difficult for MW.s to absorb such an
increase. (As we noted in the discussion of question I above, the 1978
MWF usage rates for inpatent care might have been higher if MW7
capability had permitted it.) In 1978, some rationing of MW ustiliza-
tion might, have been necessary udran HES.

But the simulation does not suggest that the NOWS as a whole
would hae" had to deny MW7 enrollment to those voluntarily seeking
it. Under an MES, MW.e might have exercised some utilization con-
trols over visit and inpatient lengths of stay. Such controls coul

ae" applie to MWF-relant individuas,6 who were assumed to be MW
enrollees throughout the simulation and who accounted for a little ovar
half of the 197 MWF case load as well as to enrolle members of the
crossover groups. According to the simulation data, if nomactive duty
pet~is reduced, visits to the MWF by just 5 percent, the MW could
hae" supplied 15 percent of all the civilian visits geasated by crossover
mualru -Lk Wwl!A any change in MWF amibulatory ame bais. A 5
percent reduction in nonactive, duty inpatient stays would have allowed
the MHSS system to absorb 9. percent of All civilian stays by crossover
eligibles. in short, even modstl rationing 1978 utilization among
nonati,. dty eligble would hav gone a long way to Permitting

volntryenollmeent under an MWES This, together with modest pro-
ductivity increases and modest increases in MWT resources, probably
could hae avoided extensive rationing of enrollment slots in that

Th. detile simeulation results in Amendiz A show that failure to
enroll, the clvilimv-ebrmce and all oerw op cs would have much
smaeller epast on MW case loaide tha would high )M enrollmeent
aOmon those group s. b ezpaft 7% Tho eop repostd tha a
sma10011 fracio Of their healt CMI was fiorn the mW thank horn
odle s. 1, as, he amldw othe, poop~ lipo!Aedt~ oa* 22-es df thei aftmlesom -ee to the MMT .ompustl, whamth
sm~ImulaioW doe? il go up into the MW, the MW ce load effet
is witil b w do thesimlati on oves the gp * Aoa the
W, the ss load ebelb ismuch maslls,. Though recal WINs may

0*3M do so a W W[h IsU -e S UMM -M thik SM
h mss s b" imnb m e ii
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that the finding is genuine. If so, it suggests that crossover individuals

in the all othe, and civilian-preference grups hae a fairly strong alle-
gianc to the civilian, sector wA are thus more likely to enroll there
than in the MIT if given a fre choice and no added incentives for
MIT enrollment.

In contrast, MIT-preference crossovers used the nT for about half
their ambulatory and inpatient care. If they did not enroll with the
MnT, the percentage reductio in MIT cas loads would be about the
same@ as the percentage incresse if they did enrolL This group might
actually split between MIT and son-MTF enrollment if given a choice
under an HMS. f so, their enrollment choices would play a majo role
in det ermining MIT case loads. A deostaI!on HES proram could
provide evidence on this question.

Effects of Prwlhe iori theieehtsh iiar sol

Some MTF officers hae exressed teve httemltr bi
geted to give first enrollment priority to active duty dependents i
enrollnmt rationing is necessary, and that this could, result in a loss of
retiree case types that augment the MITe' readiness and. traning mis-
uions. The survey data shed some light on what such an enrollment-
priority system might have done to 1978 MIT case loads.

Table A.11 in Appendix A shows that active duty denidents
repomseut large proportis of the eligibes in the two groups (MTF-
reliant and MTF-preferene crossovers) most likely to yield hig MT
enrollment rates. Even under voluntary sellmnent wthout a priority
fsstem a high proportion of all enrolee would be active dut depen-
dents.

But mppoe only active duty epnon - and their doeasdents wase
permitted to enroll. In each enr0 gau' fto f
non-MIT hesith cae that, -mdbe moved into the MIT by adtv
duty dependsate' ennlment is les tha the amounit of N"T care UM

hoedsdei could wml In the MV, Woa W mum ' wOu3IAI-m
tdo Ohuk tkh crsle1d could be mos ava0461 to a aft ob 4per-
0" of the dWhs In uekiai & WM 6hu 1e:o~s Gesed it
eppem that MMY @mdi -Ite. y of td& dme pst eme wit
a pud m I as a ffd eg 411211u e elmsetive -o &peMd

UMe &ow aa do not poub le"s emlimae fth 69 I"?S
oft abe df M omdmmc To the eNoe do tamnw spew i
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1978 used non-MTF sources because MW.q could not provide the
appropriate health care services, extensive MTF enrollment among
those groups would have required an HES to obtain specialists,
trasfer patients, contract with civilian providers, or otherwise increase
their scope of services.

However, the simulation results suggest that voluntary enrolment
would have had only small effects on the MTF inpatient came mix.
According to the survey data, the civilian-preference and all other
groups together accounted for only 6 percent of the MW7 inpatient
cases in 1978, even though the Certificate of Noneligibility program
gave MTs the option to admit inpatient cases that wor judged
advantageus to the military readiness and training missions. Some
Sdvantae cas might not have been available to MW. under
HES. But to argue that a large percentage of a particular case type
would have been sacrificed under HES, it would be necessary to argue
that the total number of cases of that type is quite small; if, as we
suspect, voluntary HES would he" moved only 2 to 6 percent of MT
inamtient cases into the civilian sector, the percentage loss within a
case type could be larep only if that cas type accounts for much loss
than 2 to 6 percent of all caes.

CONCLUSIONS

Our analysis of 1978 HSUS data was designed to 40amine whether
requiri military benefir to enroll with a single source of health
care would cause widespread disruption of trad mal NNW delivery
and W~tia n patterne. An aerlumt syste's restrictions on pro-
vider coice could cause patient dlsatieoction, perhaps enough to
mdue militay ealsments and retendon. Under enrollment sMs-
tWrn MIs mi glad It mmmary to tea mllss m- types, that
do Mt Mm readiness avd tmining goals and mit loe mms to
dsird mcas typ"mng =mo who seect nummnitary uov n If
these esmw m e oem i an HMS migh be deemed undeial
=Ad Pesbw we. iml Hoiuvwr it thea~ouloemas would be
ssme iSOa onl a i bu mehle and cames, thie th dava-
tags a& bo- s ie "doed t "st, e1ik oomtnui of ca%
w oter H h e, The anmlyss vo id in hi 5modb we
aimed at kmelq jot bow -psmsl* w s ofmteft vo em would

m traditional pa-tIrns of military health care& ,
Ow oft t 198 HSUS daa mgs@ftt anM H would
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* The majority of beneficiarie already rely on a single source of
care and would presumably be satisfied to continue doing so
under an mES that offes enrollment with the beneficiaries'
chosen providers.

* To the extent that an HES increases each beneficiary's option
to obtain all care from the selected source, some beneficiaries
would prefer an HS to the traditional system and would
achieve greater continuity of care.

* Voluntary enrollment under an HES would not subsantially
alter general M7 case mix Patterns. MTFs could experience
diminished access to some case types desirable for readiness
and training purposes, but the effect cannot be lare except for
ca- types that are already rare.

* Nearly all active duty dependents who desire MTF enrollment
could be acommodated under a voluntary enrollment system
without an enrollment priority system A priority system might
be desired by DoD to guarantee that no active duty dependents
are refused MTF enrollment, but use of priorities would not
extensively alter the MT aggregate enrollment mix under an
HES.

" Nearly all active duty dependents who desire MT7 enrollment
could be accommodated under a voluntary enrollment system
without an enrollment priority system. A priority system might
be desired by DoD

lI



M. INSURANCE AND HEALTH BENEFITS
IN AN HES

INTRODUCTION AND OVERVIEW

We have shown how people actually use the MIT and CHAMPUS
systems under current coverage. But an ES would possibly include
changes in benefit structure a well as in other aspects of the medical
care system. In this section, we begin to discuss possible changes in
the benefit packlap.

A benefit package can vary along several dimensions, each of which
must be specified, These include:

9 The scope of benefits (services provided).
* Copayment and catatrophic protection structure.
* Health allowance.
* Other payments (e.g., premiums).

We discuss these in turn.

SCOPE OF BENEI

For active duty persons and retirees who can gain access to care, the
current MW system provides a broad scope of benefits, including hos-
pital, physician, dental, vision and hearing, and acute psychologial
tratment. The only prominent exclusions include long-term care (not
in thO hospital) and cosmetic surgery providing only psychological
ben to the patient. Additionally the scope of benefits is limited in
reality by the medical cqabilitieof the MI (or more broadly, the
MW system, when tanfrs to teaching hospital are accounted for).
In the largest hospitals, som but not all fasible organ transplants m
undertaken, for simple, and patients who could or would not travel to
distant MTFs would find a sbstantiall more curtailed set of services
available in some emall MT76.

As discussed in See. I, the current CHAMPUS package of benefits
dosly math that of many privt hafth pbla1 DoD coud chmp
this s ope of benefits either with or without adopting an HES, and the

'Appemf F Ha tso sowip s dmbms eseldv.

88
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implications for recruiting and retention would be similar in either
ca. To avoid injecting this added complexity into our study, we
presume that this scope of benefits would remain unchanged in an
HES. Changing the benefit package (for example) to include dental
care for all eligible beneficiaries would modify our estimated costs and
could affect retention and enlistment activity, but little of the
remainder of our analysis depends upon this assmption.

The scope of benefits described here covers more services for active
duty persons and retrees than for dependents. The differences in
scope of benefit parallel common options available in private sector
insurance plans (e.g., whether dental and vision care are covered).

Discussion of the feasibility and desirability of the HES concept
does not change if DoD chooses a different scope of benefits, and we do
not mean to imply by this choice that we endorse the current package
or any possible alternative.

We envision that the coverage of an MTF will include a basic plan,
identical for all nonactive duty enrollees, with options available in the
non-MTF plans (at enrollee expense) to upgrade the coverage beyond
the basic plan. For active duty persons, we envision a wider scope of
benefits and nc copayments, and we foresee all active duty persons
within catchment areas receiving care from MTFs. We next outline
this plan more fully.

The Basic Plan

Previous discussions of the HES strongly maintain the view that
benefits available to enrollees in an HES should not vary (within any
beneficiary category) no matter whether the person receives cart- from
the MT or non-MT sources. Put differently, if active duty depen-
hold in the non-MW7 system. If copayment are required in the non-

WM sysem for redress, they should be require in the M7 system
as well. Each clan of beneficiaries should face equal financial conse-
quences from enrollment. Ther remains c a b disagemet
among sources we have consulted about the overall place o" capay-
meats. In a et of DoD working papers on the HES, one concluded
that acceptable copaments would "not. ,. ecwd curret CHAMPUS
paymenWt Yet another working papa argued that the concept of a
um fee - tota ucpa Cley the possib un of copy-
ment reie many Wank Inluding "fsm " squty," and (mome
meammble) Wcs on cruitment and retention of active duty person-
n&l
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We presume for this analysis that the HE8 would make available a
basic plan of coverage for all enrollees The basic plan--define in
terms of a scope of benefits and any copayment structureibl
capaymets, etc.) desirec-would be the same for all nonactive duty
person, whether enrolled in the MTF plan or a non-MTF plan.

For Medicare-eligible participants, we view the plan as continuing
except that Medicare would replace the basic plan for those not using
the MTF. The extent to which the HES would contribute toward Part
B premiums is a choice DoD must make, balancing off those costs
apainst the effects (if any) on enlistment and retention of personnel

Some active duty persons live in areas where they could be served
conveniently by more than one MTF. There may be some reasons for
requmg an active duty peron to receive care from an MTF in his
own Service (eg., the availability of flight medicine specialists in the
Air Force MTFs for their pilots, underwater medicine for naval person-
nel involved in diving etc.).

Choice of Non-MTF Plans

The next set of decisions that must be made concerns the choice of
non-MTF plans for each catchment area and for regions not within
any catchment area. Here, we follow the model established by the
FEHBP, modified as appropriate for the military. Under the FEHBP,
two nationally uniform plans are made available to every federal
employee (one sponsored by Blue Cross/Blue Shield, the other by
Aetna Life Insurance Company). Further, certain orgnizations or
agencies spouor plans, some of which are available nationally, others
only locally. Finally, FRHBP eligibles may also join one of a number
of "Comprehsnsive Medical Pl a, typically HMO*, which vary by
geographic region. Federally specfied minimum standards can apply to
these various plans- several of the plans includ extended benefit
"hilh-option" variants, available at extra cost to both the government
and the enrolle.

We recommend a similar strture of non-MTF packaps for erol-
le in any prospective MS. Most important is the prospect for
developin optiona insurance o packages beyond the *basic
plan" of the IO. Clealy, past experience shows that many pMron
will choose the higher cmovre option. Mthouh the FEWI
cmsm* providas addoial health bensfit payments for thse choos.-
ing th hig W qp6, we pneume tt the HBO would pay a ft amount
(whatever wM be paid tward the basic plm) mad would lot eac emol-
ee choos any higher option while faing the fall financial coue-

qusosa. Under this aoffing the higher covag optons
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costs DoD little or nothing and provides a o benefit of flexi-
bility in health coverage to enrollees. This "high-option' system would
likely replace the current pme insurance purchased by many
enrollees to augment CHAMPUS coverage. Higher payments for
high-otion insurance could be offered by DoD, with obvious cost
consquene to DoD and attendant benefits in recruiting and reten-
tion. In our subsequent analysi, we have assumed that only the basc
plan cost is paid by DoD for each enrollee.

As noted previously, many retirees (and some active duty families)
carry third-party insurance throuh emploment groups and other
sources Such insurance may continue in force even under the HES
(and it can be specifed as the firnt-paoing policy by law). Whether
people continue to carry suh insurance will depend on the details of
the MS plans and their cost

If HMOs and other preament plans are offered as part of the
non-MTF options, DoD must still decide whether the remaiing non-
MW plans should include a DoD-sponsored plan alone, private sector
plans alone, or some combination. Rolying only on private sector plans
replicat the arranement for federal employees (FEHBP). As such, a
system is readl available for replication or possibly even for direct
use. Relying upon a DoD-sponsored plan alone wouild most readily be
accomplished by modifying CHAMPUS activities to match those found
in the FEHBP. CHAMPUS, under this an t, would offer more
than one plan of coverage to every enrollee (high and low option, for
exmple). But CHAMPUS already administers multiple plans, since
the coverae and benefits differ for active duty dependents and retirees,
so this should not prove difficult.

The intem-diate choice is also available of allowing both
CHAMPUS and civilian plans to compete for enrollees This arrange-
ment may deter private plans from entering the fray if they feel that
the DoD-qponsored plan would present unfair competition (fearing sub-
sd ftm the overnment).

The m ao DoD in this decision seem to be their
wmingM to allow the M to face open competition from private
sow insurance plans. DoD can exsrcise more control over the afire
HB by opeating the non-MT insurance plans but will lose some of
the adatge of free g 11 I  t -
efflulemc and the vadvir 4Rt q~tOkW availabl to qioiPees.

we so cearly dopbinat "Mlo on ohi d"~ou E*the 9f-
iqg CHAMUS or bott inInto the ?EI Oak$ 9yi presen
feable mad k" .lat t hte smligta w~oc
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SZLECTING COPAYMENT AND CATASTROPHIC
PROTECTION FEATURZS

Several features enter the decision about what, if any, copayment
structure to include in an HES. One needs to understand the current
coverage provided (both by law and a perceived by the beneficiaries),
and also the consquence for medical care use and health status of
selecting different levels and structures of copayment.

What Is the Current Coverme for Nonactive Duty Person ?

Currently, nonactive duty persons are panted access to the MW
system on a space-available basis. While the MTFs serve the medical
needs of most active duty dependents and some other nonactive duty
persons, the size of the CHAMPUS expenditure clearly indicates that
conIdeable medical care to the nonactive duty population is delivered
by civilian doctors, paid by CHAMPUS. While it may be true that
some nonactive duty persons receive all their care under the MTF sys-
tem (and hence at almost no direct cost to the patient except for travel
and waiting time), many others are denied effective access because of
congestion and queuing in the MTIs. In addition, for many nonactive
duty persons living too far from any MTF to receive their care there,
CHAMPUS represents the only effective alternative. Thus, for exam-
ple, retirees living in Oregon, Minnesota, Iowa, Indiana Vermont,
Wet Virginia, or Wisconsin have no MTFIs within their states. In
several other states, including Montana, Idaho, Utah, Nebraska, Michi-
gan, Ohio, Maine, Pemsylvania, and Nevada, the only MTh available
fall a considerable distance from many population centers. For all
active duty dependents, and all retirees and their dependents living in
then areas, CHAMPUS-not the MW system-is the relevant stan-
dud of coverage.

Tus, as a logical preposition, the current MTF/CHAMPUS system
doe not provide "equit across all beneficiaris, ev within a single
beneficiary class. Some an more favored than others, dpending upon
locatin The minium standard of covwa provided is the
CHAMPUS plan Thooe receiving spece-available car in MTM
receie an additka beneft

In y t msition to an HIM put of the -debaf cente= on whether
bonfit, would or would not 6i under to 118 compaed to current
polcy. Curant benme-ic'a.-e particularly thou now actively using the
WIM a thbi pimY ion" of aurso awe the view that tb
m atlld to h co free. Many hM staft re mpaed this vbw to
us md des rbed bow tho, oomma* needd to eintoda to their
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patients the notion that suc care, was availabl, to nonactive duty Per-
sons only on a space-available basis. Indeed, past recruiting literature
seems to have supported and stimulated the belief that lifetime free
car would be available for the active duty retiree. (We have not seen
such literature, but numerous anecdotes support Ats exince.)

For retires holding such belies, a switch to copayments, in an HMS
represents an is of fairness. For active duty persons (regarding
their dependents) the belise-however accurate or inaccurate they
might be-can affiect retention of current personnel.

Because of both the "fairness" imues and the more substantive
isse of recrutment and retention, we will show how the "change of
benefts issue can be addressed, while still maintaining any favorable,
effects of copayments on utilization and total costs. (See the discu-
sion of the health allowance, below.)

Tb. Mfects 6f Capayments on Utiiation and Health Status

As recently as a decade ago, there was substantial uncertainty about
how copayments might alter medical care use and almost no knowledge
about the cnsequence of such copayments on the health of the
patient. In respons to this uncertainty, the feeral government
funded a large-scale social experiment in health insurance, conducted
by The Rand Corporation (Newhouse, 1974), results from which are
now available. The structure of this study and its poulation make the
results particularly appropriat for assessing the coneene Of
copaymmits within an HIS for the military.

The st enrolled pea&l randomly into everal experimental. health
binsrance plans that varied the share of mdclbills fAmilies, themi-
selves paid, as well as the limit on out-of-pocket expenditure. The
plans raged from completely free, care (at one extreme) to a plan
where the family paid 95 percent of medical costs up to a maximum of
$1000 per yewrbfr the plan paid A*ll for care.2 In itreit
plans, the patet paid for 25 percent of medical coma or 50 percent of
med"a casts, wit a maximum out-f-ocket cost of 5, 10, or 15 Per-
cent o( f fa i ncome, or $1000, whichever was loew Aa~er pla had
a $150 dedootibe (maximum $450 per Imily) forWN M amblte We
with haq*Wa Care ftf. 7hi deduactible Is comparbl to $N50 to $800

shiv ~ ~ d fe~hwe heieJin he Iin SIOe hi a OMOMa
16IN ud be s wwe at ul tisg mh kuwu~

~W ~se$him IM emsed se i It A4st si b~st
"ndm goMa M With *b "ubegd sm.V aso N punsat d s
@Ans WON Inss w eeStssh moodi soe ow.
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per prsnm in 1964 prces. And in another plan, famili were enrolled
into well-eablhed 4MO. Te enrolled families used their exper.
imentally provided insuramm instead of their own for 3 to 5 years. The
data on utilizan acc mulated naturall through the insurance claim
sstem and ongoing surveys of the sample. The health status of the
enrollees was measured at the beginin througbot, and at the end of
the ixperimental period.

An important feature of Ren's inuranc plan design was the cata-
strophic stop-loss protection for each fmily. For all plans requiring
c, out-of-pocket payments was absolutely limited each year.
A; noted, the study t assied families to catasIrophic
cap set at 5 percent, 10 percent, or 15 paret of family inme each
year, but in any case, limited to $1000 maximum. Thin, for a family
(for example) with $12,000 annual incom thir cap could
have been SM pe r year or $1000 per yr, depending upon their
assigned pln. For a family on the 25 percent copayment plan, these
cap would have required spending (reapectvely) $2400 or $4000 on
medical care dwulg a given r befo insurance reimbursed costs in&WL

ThIs caatrW protection proved valuable to enrolless, and the
fnancial p pickca adde little cost to that of an open-ended com-
ment p m. For example, on the 25 percent caproamentplan, 12 peent
of the familiMs xceeded their catatropic ap. For the familie on
law copyment plane (50 am t and amily d ctble
plans) up to 27 percent of familie ecede their ctastyphic CPeS.
Yet the catatrophic protection cost relatively little: For exmple the
25 percent copayment plan eventually paid for 82 percent (rather than
75 percent) of all medical cot. of those enrolees. The
bature added rogh* 10 percent to the overall insurance plan ost.5

The popubton studied by Rand essentially was a raVssenath.
saupleof the Uader4 .1 1 ~ populationofthe Unibed

ft'l mind ne. iS $Of 866 e AMb .l i. CMeh , bums (umm-,)
tbow punoe =shI r edid thur -op cp wuaM mo mi ens-hosm
CM yrs thee A sW-hM thm fimg a osetat 5 Imut sr i Hd . N
tUimi t*a 90mMMli M tmi of O is .s, M Ad th bo me

th ~ ~ ~ ~ ~ ~ ~ 2 rat*bl laeu Ub Ihu Is en th I-aw -m
in.... cm tb eqk essidd s .a.lTha, Ia darn U puaes .
ms pap 1 Puet of the psaled im s * re of mel"ml am mes IW

W set if M t m. At smEa, Sd tlk m .a ti m-
dq m of te Ls f , u d4 Upm te, ha
mue ple !, iW Amml e*W.m ttmm tm mt k
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States. (The upper 6 percent of the income distribution was excluded
from the study.) The experiment was conducted in six areas of the
country providing broad regional, urban/nd, and population variabil-
ity. Although the study did not include military personnel, we believe
that the results would broadly apply to the use of copayments for
nonactive duty persons--that the military population would respond to
copsyment similarly to those in the study. We hold this belief in part
because of the uniformity of response to copaymentinthe stdys
results across region, occupation, educational bakrud and ethnic
and income categories. While some difierences in the effects of copay-
meats were observed, they were not large, and nothing sugests that
the same sorts of behavior would not follow if copayments were used in
an HES.

The results of Rand's experiment could prove very useful in the
design and conduct of an HES. Copayments ubstantia ffcted
medical utilization. Those receiving free care used nearly a quarter
m=e medical e (of all sorts) than those paying 25 percent of their
heat cae costs, and larger copsyments created still larger reductions
in health cae utilization. These results appear in Newhouse et al.
(1961) and m duplicated in Table 2.

Mae rsaty, the ffects on health outcomes were reported (Brook
at aL, 1 ). That dy showed only very small e5ts on health out-

- whim ompeing the fire-cae group against all persons who
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T" 2

BSTIMATD ZEFFT OF COYPAY EN ON MIMLZATON

% Reduction in Expenditure
Compared with Full Coverage

Total Ambulatory Hospital
Insurance Plan Outlay Care Care

25 percent copayment 19 20 20
50 percent copayment 33 35 29
Income-related family
deduct ible& 31 39 25

$150 individual

deductibleb 23 25 12

SOURCE: Newhouse et al. (1981), Tables 3, 9.
aAverage of effects for plans with deduct-

ibles of 5 percent, 10 percent, or 15 percent of
income, each of which also contained a maximum
$1000 limit.

bFor ambulatory services only.

Th o eults show tMt the DoD would beenda diffieret
coss but little if m mmuabe difer.. in heath outoms or its
enrolles in an SE, depudl upou whethe or'not copaymons wm

Tmployed. Th fbinaneual -- h- - diamond in morn detail
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that any improvemn in coverae beyond the basdc plan miud be
financed wholly by the enrollee, with the saue cost (if any) to the
enrollee no matter whether in the MTF or elsewhere. Thus, a peasn
might actually enroll, for example, in an HMO with no copayments,
but any added coat of that system above the basic AM or non-MIT
plan miud be born. entirely by the enrollee.

De1P to of Beses"t

Imposing a copayment on user of the AM reduces benefits, at
leat for those with amom to an AM, since ther, is now only a nomi-
nal charge for hospital we and no charge for ambulatory cane or
prescription drugs within the MW.F And similarly, within CHAMPUS,
active duty dependents now face only limited copaymenta for hospital
care and a 20 percent copsyment for ambulatory care beyond a deduct-
Wbe of $50 per person ($100 per family). Retiree and their dependents
also faice the 25 percent capayment for hospital can as well as forj ambulatory care, with the same deductible structure a for active duty
dependents. Thus, the straightfboward imposition ofa4 copaymnent may
degird the ability of the Services to recruit end retain individuals, ifI nothing else is done.

While the potential savings to the DoD frm instituting a copay-
ment appear cosdrbA the same mechanism imposes, both a finan-
ciel penalty (in-en actuarial sense) on individuals now receiving free
(or quasi-free) care and also impose considerable financial risk. Even
if the average copayment for a health insurance plan is smell certain
media event might produce a larg (albit unusual) financial outlay.
Retiree using CHAMPUS for hospital care, for eample, face this con-
siderable rAsk One way to resolve this dileama is to include in any
insurance plan with copsyments a 'stop-lose feature limiting the
financial risk of the enrollee. Many private insurance plans contain
this h -ature currnt limiting the risk to $1000 to $2M per person
Out-of-pocket per year.

Limiting the risk facing families in an HOS in fact represents an
increse in tbene1fits particularly for retirees pimaril using the
CHAMPUS system Thus, we =oiet that any con duImtloinmh o a-
imts include also limits on out-fpochet ;pa3mest. to Provide esta-
izamphle prctection to enrollees. And asPkf REnds Helh usan

Experimen de onsted it is Possible to link much catastrphic ap
to famil lsmw em aisiary pmie pvidig as asoon baset to
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THE HEALTH ALLOWANCE

Caping out-f-pocket exediue may not provide sufficient limits
to expenses to avoid cosdrble upset and attendant retention and
recruiting cneece.For this reason, we believe that any con-
s"dration of a copayment feature should also include consideration of
an offsetting tmhealth allowance," analogous to the housing allowance
now common in the military.

With housing allowances, individuals receive money for housing
costs and then may also rent base housing from DoD. The amount of
allowance can differ depending upon whether the person lives on base
or off and can vary by location.

Using a health allowance to offset copayments could semv the sam
functions. First, it should be clear that with a cataebiului op incuded
in any copmwaym plan, it is posaibe to design a copsyinentf

catasrophCcap Plan wherein each enrollee is guaranteed to be no
worse off ffinancially than he is under the current system For exam-
pie, if the catastrophic cap is set at $1000 and the health allowance is
$1000 above any premium charged, then the family will clearly be no
worse off and likely considerably better off financially than they are
today.

It is probably not desirable for the DoD to offset full any costs of
copayments, but that is a maa- mn decision that should be made by
DoD after further analysis and possibly after gathering dat in
deMonsUtration sites, for an 1138. (Our simulation of costs in Sec. VII
shows how DoD costs vary as the amount of the health allowance is
changed ) The tradsoh to considew when setting the level of such a
health allowance an too compficated to be conidered in this hasiblit
study, but the ability to malm such payments should get) relieve the

probem.implied by any movemeant, to a copayment. qstem in an

A natural quetion to ask at this point le, "Why p to all the tioble,
of charging the opaeyment, if you are going to give the sam amount, of
money-or move-back to people anyway? Won't they imut ave that
mone to pay the copsymet and in the end do nothing but caurse a
laWONhlltatv eaah?

Porumaol. we have qeul& evidence on this issue In Rand's
B.It Insmenae Axpeimen*, the atieta enrolled receied exactly
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this sort of financial aIrng rn those at risk for $6W0 received at $500 annual payment, ind ndn of their heafth care, use Those at
risk for $1000 received $1000 annually, et. Even with those offsetting
lump-sum financial pMayns copeymients, caused utilization to fall, as
shown in Tabl 2. Thus, Dcl) can indeed ue copayments to control
utilization, and can (at their own choice) offet pert or all of the finan-
ciel cosqecsof the copayments through use of a health allowance,
without destryin the utilization-controlling aspects of the capay-.
mns.

PRMUMS
We next wish to disuss the issue, of a premium for nonective, duty

persons to receive the basic plan. Currently, no such premium is paid
by nonactiv., duty persons either for their MTF care or for
CHAMPUS. Nevertheless, we believ that a premium should be con-
sidered (at least in concept) in the HIS.

Admnisratonof a premnium differs depending upon whether non-
AM plans are private plans or are offered through DoD. In either
case, the enrolled famil would be charged by DoD for enrolling in an
W plan, and this would also be true if CHAMPUS (or a shmilar

agency) provided the non-W plan& Nf the FKHBP model is
adopted, however, adiniten the premium would impl that DoD
would pay a part (but not all) ofthe prmium for ron-MW enrollees,
and the erollee would pay the remainder.

The central reason for chaging a premium is to control HMS cos.
WJthout some cH!tRbuton by nonetive, &*t persons, we believe that
D*D runs a significant risk of imarkedly increased overall expense for
providing health care to ac-tive dut plus nonactive duty Persons, cova-
pared with. current MW and CIW4PUS costs. (Simulations of HIS
cosmb are provided in SecL VUI to de -mo-nsttote this point.)

We can be quit., confideut that provision of an HUB plana with mel-
ther capamnt am prmaims charged to nosee1die AMy psMM
would ouse saute in'two ways. rhio beoase owspeaet (mw

-Iesm in CHAWW) would imelek utiialos would knmas. Omly
Vf amal e68 HS mollen were, in tdo rt? -b ad n ons*i & Ale
raetioi aedmed an of muiviess wouliL th issaemt be umllhsly. Bu=e
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insurance 5 This insurance comes at varyin costs to these nonactive
duty persons. The HSUS shows that in IM7S Si percent of the fami-
lies held such thurd-party insurance, and that their aveag family-paid
premium for health insurance of all types was $344 per year. With a
sero-premium and aero-copayment HES plan, the loical choice for
these people would be to stop making all such payments, because there
would be no need for the insurance, and no cost incurred by nonactive
duty persons for the HES alternative.

If all of this insurance was eliminatied, and the sam medical care
paid by the HES (instead of the private insurance plans), this would
produce a new financial outflow from DoD that does not now exist and
would not exist if this private insurance coverage were continued.
(This assumes, that the private insurance was legally obligated to be
the first pae, as is now the cas with CHAMPUS.)

* If all such private insurance is dropped, the benefits that those plans
* now pay would be paid by the MM8. The increase in HES costs from

such a choice would be cniderable. While we cannot estimate the
totals well, it appeiars that the elinantion of such insurance alone
(Ignoring increases in d&mand from the covered population) would
incres HI= costs by $0.5 billion to $1.5 billion per year or more.s

Decisions about HES premiums and copayment structures should
account for effects on incentives for nonactive duty individuals to carry
other third-party insurance in general. If such insurance is carried to
cove as many nonactive duty peron as possible, costs to DoD will
fail in parallel. But DoD cannot enforce a requirement to purchae
such inance (if it comas at any cost to nonactive duty persons).

New srvey data describin the exist insurance coverage of
nonactive duty Oarsons will be needed to understand the ects of dif-
ferent capayment and premium structures and the availability of health
innmnes to nonactire duty persons through epomnfaenl

'Thuu &f wm Pn psM Ub 06. .1no CHAMPS muff In Dwmm. Ow sambib at
I=M X u1618y dft dwm d~ burn bveb of tbidjut Imas

IWe amimlis = sb. h It lbs IM ooI -1~ bw amIn
4d7 M n -m SW eqiuua ts Avs. NMWL i M Abot thws-qmuu. of
thu WOk P!b~ do' s - d ' ~bz. *O 0*101 .pu I At
*mn~ um *a -a= " tMgo & Iu~ ohm Fie-
Wis. a bum boned em Iem kWO00s ohm kus %10. OW km. uNk

s~su~mbF 1*1us m WON&YA hib an ow 00 y m -a at dthu
bsdlh bm by e~l0yst.~ 115. s We imaas awiM

Lat ubwearmos ofat - ~ s I b 6 1w ditP
Xh WARM - 0161 o~ W A M now"s 153_ -do%. i we

- s~h k hM~d dAM U ume a&b Ihd I In hs This, dhsw_&w b
ulbm uWu PNs d ft un i of Sem lbs Id .e N lad .

us~ - d i At h=* bt dot pahi bs~a
mm $1 fls $a& adi ham doam s .)



Ii

51

and other g up If any HES actually establishes premiums, it would
lkly be used and cost-effietie to snvey the nonactive duty popula-
tion persodical to learn not only the amount and "ain of innunce
premiums they face, but amo the scope and structure of the inurance
acquired. Only with such information can DoD accurately tailor its
own premium and benefit structure in a way ensuring maximum con-
tinuatin of other thi-party insurance.
W'h suh insuaneo in foro, the law now specifies tha the other

isurane s the first paer, and the M13 policy the seond pa .
DoD has recommended hslation requiring that swh insurance pa
for care dlivwd in MTft this would further reduce not cots of the
118 to the military.

If a premium is instituted, it can be related to earninp of each
active dut person or retire quite readily. As with the houing
allowance, DoD could also eliminat the health allowance at retire-
ment, or it could reduce the allowance but still use it for other pur-
por as proved useful.

Premiums could be reduced as desired for the lower rankL
Naturally, such a rethod does not link premiums to income perfectly,
since it does not include spouse's and children's inconm and nonwae
income for the family, all of which affect their overall wealth. But for
a larp fictio of the amlies, rank of the enlisted person should serve
as a good proxy for total fuily income.

We have described a system where nonactive duty enrollees in the
1E8 might at the same time both pay a premium and receive a health
allowance. Naturally, the health allowance could be increased (even
dollar for dollar, if desired) to offset premium increases A natural
question to ask is why such double-ontry accounting is require& Why
not jwst use a sing dollar figure, positive or negtive, as thin netted
out?

Several reasons ust that both the health allowance and the pro-
mium be retained, ev if they offst m another. First, the combina-
tion of two nnm l instruments proide srater an imnt iim-
ity in achieving specific compesation goals for various grsoI ofper-
samuel than a singl tool alone would provids. One simple example of
wbe such a mix would prove ums aris if DoD choose the FUIBP
mode to a&inste the non-W Plans. Presumab, those ciilianInsuc plane oehrd to 1138 enole would come a premium fo
thei plans us their normal ctwua me*& But the BM3 may
pefar to ofti active tty impedut and redraes a Mre W set; pr

bmiu than theNM Insrr Comptis. The be& allowance Pld" J"s
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Similarly, if DoD wishes to exempt certain pay-prads levels from
paying a premium, they could use the health allowance to accomplish
this goal without needing to enter complex negotiations with individual
insurance companies about their premium charges. This could serve as
a substitute for reducing actual premiums for lower income enlisted
personneL

Second, identifying the health allowance (or a portion thereof) as an
offset to any copayments introduced should help enlistees and officers
understand better the net financial consequence of the HES (however
structured), but also it should emphase the presence of the

ets--a desirable outcome to guarantee that the desired effects
on utilization occur. Next, the combination of two instruments alows
more directly targeted and better explained introduction of geographic
variation in premiums (or compensation for health costs), as desired by
DoD.

SUMMARY OF FINDINGS

We recommend that DoD offer a basic plan, with the same scope of
benefits and copayment structure for enrollees in the MT7 or non-
MT plans. Non-MTF enrollment would include HMO options and
"high-option" insurance plans with broader benefits, lower copayments,
or both, with differential costs paid entirely by the enrollee. These
non-MW7 plans could be administered through private plans (as with
FEHBP), by DoD (using CHAMPUS or a derivative organization), or
with some combination of these.

In all cases, we have presumed that the HS would continue a scope
of benefits for enrolls that matches the current benefits provided
under the M TICHAMPUS system. Altering this assumption would
alter the cost calculations for an HES but otherwise would not alter
the analysis of feasibility and desirability of an H.

We recommend that DoD consider alternative copayment and pre-
mim confgur s. If copayments are included, we recommend that
DoD consider limidng the financial risk of enrollees with a cata-
strophic cap. is provides a significant new benefit to nonactive duty
enrolles. We also show how the financial consequences of capayments
could be offt with a health alowam (similar to the DoD housing
allowanne) while still maintai any desired utilization and cost con-
trol featumes of att

In this seem, we developed --nfomation to show that-

e Cape2 nts would asiniflm tly a t med an u
snd H poem costs.
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" Copayments (as discussed) would affect health outcomes negli-
gibly.

" Premiums may be needed to control HES costs.
* Private insurance benefits for potential HES enrollees now

reach $0.5 to $1.5 billion. Certain configurations of HES bene-
fits and copayments could cause most of that insurance to be
eliminated, shifting thoe expenses to the HES.

" Copayments and premiums can be offset with a health
allowance. This technique provides great flexibility in tailoring
net benefits to various eligible groups to guarantee equity and
to minimize enlistment/reenlistment difficulties that copay-
ments might cause.



IV. THE ENROLLMENT SYSTEM

INTRODUCTION AND OVERVIEW

This section sets forth our concept of the enrollment system itself.
It leaves for Sec. VI a number of central questions, including how
many people should be enrolled and how resources should be allocated
among MTFs to match enrollments. Taken together with Sec. M, this
section describes how we envision the functioning of an HES and
characterizes the choices that DoD must make concerning its structure.

Active Duty Automatically Enroled in MTF System

We presume throughout this discussion that all active duty person-
nel will continue to receive their care in the MTF. Thus, while the
enrollment system must be able to keep track of active duty personnel
for management purposes, much of what we describe pertains only to
nonactive duty persons.

Free Choice of Enmollment by Nonactive Duty Persons

We have c*nder enrollment systems that do and do not allow
nonactive duty individuals free choice as to their source of care. Some
persons live outside of regions served by any MIT and would enroll in
a non-MIT option. But within many M77 catchment areas, there are
more people than the MW could enroll. Thus, some nonactive duty
persons would be enrolled in the MT care system and others in the
non-MTF options, including various insurance plans and HMOs, as
available in each MIT locality.

The merits of allowing free choice are considerable, so long as the
resulting MW enrollment satifes other DoD needs in operating the
MT system Free choice assures that the fewt possible number of
people are assigned arbitrarily to a system they fndamntaly dislike.
For a given dollar eree, choice provides the greatest mtis-
htion among active duty d retired military personnel and their

Free choice of enrollment raises the concern that the persons actu-
lly seking enrollmnat would offer a mix of illness and iqjr net well

rAsd Jo maintaining med read ness skil ls MW medical staff
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with whom we discussed this issue during our interviews emphasized
the need for a good mix of surgical patients for this purpose. Their
belie -supported by utilization studies in the civilian sector-sugest
that a mix of older patients provides this surgical case load more than
younger patient. By contrast, a purely "family-oriented' practice of
pediatrics and obstetrics would provide a le desirable case load for
readness training.

Our studies of the likely pattern of enrollment in an HES (discussed
in Sec. H and in more detail in Appendix A) support the belief that
voluntary enrollment would not alter the patient mix greatly from that
now available. The studies we have done rely upon deta from the
current copsyment and incentive system. A carefully designed demon-
stration could verify how enrollment actually would take place under
the altered incentives. If enrollment actually proceeded as anticipated,
then the readiness issue would not conflict with free-choice enrollment.
We have attempted to deoign an enrollment system that would accom-
modate free choice by nonactive duty persons whenever possible.

Centrjized or Deestrallued Enrollment?

The other key imue in designing an enrollment system is whether
the enrollment should be accomplihed centrally (in DoD or the Ser-
vices) or decentrally in each MTV. We discuss options for both sys-
tems and show why we believe that a centralized enrollment plan is
preferred to any decentralized plan we have considered in the course of
this study.

hMtions 1- the E e
The enrollment system must accomplish several taskL It must iden-

tf and trak ndviduals through time and allocate each of them to a
parlia scum of are. Provision must be made for changing the
oue of care at regular and irreWar intervals upon rt of

active duy pesonnel or relocation of my Doase duty persons. For
aW freseo plan to fiuncon, ilvid:uas must be allowed to rem-
rol at nrUlar temV The enrollment ytem must be able to

ea1med t a l sa& chaeges in the actual enlmtenet of peono
Te uolimmt sesm my ale be ze*vd to reedve ed accunt
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retuned in part to the AMF, through an incentive system designed to
reward efficioety operated MT7s and those providing high quality of
care. W. have not explored much a syatem in this stud.

Finally, for permons outside the area served by any hM, the enroll-
ment system must arrnge for the insurance ceragp/mouree of crem.
W. defer detailed discussion of theme issues for Sec. V, where we dis-
cuss changes that would need to be made in org aiztion and data sys-
tem to allow an HES to function.

THE ISSUE OF CENTRALIZATION

The Mudoet lhie

A fnaetlchoice exists between centralized and decentralized
managmentand operation of the HIS. At the most d--enta-ime

level, DoD would (a) determine the number of persons (possily
agm/sex adjuted) living within the catchment area of each MTF and
would (b) assign to the local MW7 commander budgets for Ainds
(1&MO[ra o and. J1Mai.enace, military personnel, civilian per-
sonnel, equipment, and facilities. The MTF commander would then be
responsibe for providing health cane to oN Persons in this catchment
area, either in his own MTF or throuh alternativearngm ts
Such arrangementsI might include contracts with HMO& or preferred
provider rgan- izations (PPOs), or provision of a traditional health
insurance plan for the fee-for-service medical system. All of such plans
would provide coverage at least matching the "baskc plan' for enrofless
as set forth in Sec. 111. We call this form of orIzaio for an HMS
the "decentralized! moade of health enrollment

Under a mote asntralisd plan, each MWT commander would be
assigned V inp ebllt for a fixed number Of Persons (all activ 4hatY
and soe nomactive duty Persons) withi his catchumnt area. The
nuMbs of pesons woWl be dsumiud by a central authorit, "ihe
in the Armd Servic or DoD hyleL. HUB M would then enroll peapi.
into the MW unai this targt had boen woed.e &uolloss could
reeve m =4aI~~m sd similar to the boalth mue pla OWd of
most PE uplo Isoussa pla, and the MW omnderA would
als hve os-hM" .omuut vulWotio of the enroomet dtats of esk
IbdMIAI w I* smgb a his faclit. An eupsad and foll bn--ow = o D ~l osomtin dvg prOrmt MsuLa
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Armed Service). The enrollment, financial risk and management of
such plans would be the responsibilt of the central authority rather
than the MWF commander. We call this the "centralised" mode of
health enrollment.

We next discuss the key aspects of thes two choices.

The DeetaidMode

The potential advantages of the dcnrlzdmode of enrollment
include (a) increased flexibility in dealing with privae health providers
by each MWF, (b) strong incentives for cost control, and (c appopri-
ate division of care between the MWI and private providers. The pos-
sible dsdatgsinclude (a) the requirement that each MWF com-
mander acquire and mage many capabilities not now present in an
MW (and generally unrelated to other MWF activities, rendering

further diffIculty due to ufamiliarity), (b a sbtnilyheightened
financial risk facing the MWT cmadr, and (c) quite likely, a
greater needed change in oraizational structure within military medi-
Cal oraitions to deal with the added scope and complexity of opera-
tions.

Perhaps the greatest conflict with a fuly dcnrlzdenrollment
plan is the potential conflict with onectM issions Of the mili-
tary. Given fully decentralized authority, an MW7 commander may
well choose a peacetime mix of staff and activity that would not Afll
support the readnes traing mission. For example, he might choose

(gvnhis budget) to limit M77 enrollmnit below the level desird for
comlplete readiness trainin of his medical staMt He could afford this
choice ifsa low-cost HiMO alternative wer available and attractive to
many ot his poteal enrollees. This problem could be avoided by set-
ting enrollment, targets centrally, but that violates the conditions for
decentralized enrollment.

Setting asid the desirabillity of dmecexlie enrollment for the
moment, lasues of fuosIbilty a"s aris with d centralization. If heed
wish this aepm~iiy Wcmadr woud and to acquir
euperis -(or empsrs) in acial estimaion 71a would also need
am- peoam"e to mag this sot of MW etivLts

IM opsgoatles vpi . equred e@"my theeM aso tv Iat pesn
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The resource m agmnreueet.of the WM commander
would be considerably move complicated under the dece @ntralized enroll-
ment mode. Currently, mom MW commanders face up to two-yar
lap before additional active duty health provider or other needed per-
sonnel can be assigned to the hospital. Similar lap confront any
attempt to relax constraints on the number of "slots" for hired civilian
employees (geting sie possible financial constraints). Equpaset
purchases may take longr, and capital failities often wee ton years
between planning and eventual use.

One of the potential advatage Of dcnrlzdenrollmet is the
efficiency gained when the MT commander has the flxibilt to add
or change resources as appropriate to his needs, with the implicit possi-
bility of expanding or contracting the MW enrolled. population as
resources appear within the miitary, and a alternative sources of care
become more or less costly.

Tis apparent gain is for naught if other resource maaeetre-
strictions within the military prevent, any significant increase or
decrease in the operational capabiltie of the MW? AMn moe to a
die centralized enrllment system, would requive markedly greater relaxa-
tion of those constraints and rules than would a centralized enrollment
plan. The oraizional Fcosts and stress implied by such change
Appear tobe large.

We do not believe that a dece1ntralizd enrollment plan would be
either meaningfu or pornibe unle there were also effectively a sub-
stantial dece intralization of resowre (penneL bwlse4, equipment, sad
facilites) mnge nt Unless DoD is equipped to deal with such corn-
skderale deetit in ofauthoity in their medccr ptemsewe
hel that the problems associated with a deentalized enrollment plan

sgiiantl outweigh the posible gains. Thwe recommend that
the HUS adopt a centralized enrollment propam

* Aseetat a CentalUeHd MaaeetProgra
* With a centrally directed 1135, a decision woot be - rad whether

each Service or whethe a astral DoD unit wil detamine the target
sellment for each MW. The gIns bor amiutirng controa at the
Seaw level luelub a Vete zeoyvspouulvmoms of doe healt eaydamsei
to speadsed nee of seS Iv sod a beows vaMMI to balance
(for exampl) the psesomel aee" ol the UM 1W k i*ee aeMOM

limla the milboay , om, 1. &ah vwe am Ams on balmrsw
pui ot wham dme~ag (hr snow@* Awhhe ta Uds ed am*% MW
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The possible difficulties with a Service-level choice of MIT target
enrllments include (a) compliation when UT?. overlap Pographi-
caly and (b) lose of control over the health budget of DoD in general.

An argument in favor of letting the Services determine enrollments
is that each Service can bert sm the conequenc for readiness mis-
Wons, especially as ndiness and wort missions of each Service
differ.

Wherever enrollment decisions m made, there also remains the
issue of who should administer the enrollment (and be finnciany
responsible) for all persons not enrolled in an UT?. For reasons of
economies of scale and for better nt of the enrollment of
reties (who have weaker annections to a ingle service than active
duty persons or their dependents), a DoD-wide administration of the
non-UT? aspects of the HES seems most sensible.

If the Services were to st B enram levels, the levels could
conflict with DoD's rponsibility for controlling costs under the non-
UT? plans, In the new environment of an HMS, the Services and

T commder might try to cushion themselves against unforeseen
events. If the Services did et co targets, the non-UT?
plans would incur the costs of enrolling additional b without
ofetting savings in T? resources. DoD might. succeed in withdrw-
ing sowrne from the MT if they were given low enrollment targets,
but not without significant disruptions in the planning proces

saMblishing the torgt enrollment level for each UT? is critical to
the cmscces of the HIS. If that level is et too low, any pins in coat
will vanisk major cost increases could indeed occur. In contras if the
target MT? enrollments ae at too bigh, the Servico may be lss able
to onduct readiness trainings quality of car could fal (fbom conges-
tion within the UT clinic appintmmt aes, for nampie), and
there could ultimated be deleterious effcts on rtention and oubsti
moat of peonnm e in the Sedmis general.

We recommend that the overll levels of MT enrollment within
eah Service be determined jobl by DoD and each oervic, given the

M avilable to that Servis. 8ubssue , each Service sbould
be fre to abioso the WIN serole tsrgts armg IndjWa

Selecting the taeIts for th e emmant I eM& Seroi
shmid be Omon e &-ghufomall d m d aaWe of WAtllI ad
Stafing TQw, epeace seeml isp0e, lt DOD Gould de el a-oe Model, W"t h p r' (psilni nel~iow ad M&d
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models in Sec. VI, showing what can be aMomuplshed with anent
data and how enrolment artn mige be impved under aliena-
tie data systems.

BALANCING SUPPLY AND DEMAND WITHIN THE AM

Under any HES where free choie is ofeed to nonactive duty indi-
vidus (MTF or non-MTF coverage), only the most remorkabla coin-
cidence would lead ezactly the sme number of persons to seek Ndry
enrollment e the tarpt enrollment set by the DoD or Service. The
avaidl MTF supply (however determined) and the actual demand flor
UT? coverp must somehow be brough into egreement.

Maaas € Tools To Balame MT Supply and Deumad

To balance the number of persons seeking enrollment in an AM
and the assigned enrollment trget, either admintraiv rules must be
developed to specif priorties of enrolment, or fnancial incetive
must be used to induce chane in enrollment patterns.

We icused in Sec. M two types of inainmtives to faili-
tat making such a balnce. Thsat wo discussd the use of 0 opeMnts,
with a heelth alowance to ofBet the financia ef of opmet,
similar to the current houin a"n ir persons not receiving e
housing, Just as housing ailowences differ for persons with or wthout
base housing, the hebth allowance coul differ for persona entofed in
the MWT or non- 1? plans. Thus, iN More eronsM wished to enroll
in the MT? plan then the ssem could hanl, the systm could be
brought towwad ance by iming the heath allowance fo those
chooing the non-IM plan, at by decreeing the allowance for those
enroling in th IM pbn Thus, a helth alowence am be ud a
lbddm Intal m tool, even f ie pihmsy prpose is to main-
tain the ral p h Income of enroned penOrs In' the fAc of

Seotnd, t a ''Is &wpd for erofhemt * nomective duty
p0e2M it eod 'smh&* be aie by: o nwe-Wf m et
to hep balamee the as acit tbq M" ad the numbs. of pesof
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ance-VHA) are similarly complex and appear to serm similar fAc-
tions.

The BAQ depends upon grade and presence of dapendent4L Officers
living on or off bee. receive differential BAQ. The sam sort of dif-=rnil qqi oenitd personnlbt with diflrent dollar

The0 VHA is paid where housing costs exceed the average by at ln
15 percent. Periodic sresestablish thsdifferential. empirically.
VHAs depend upon grade and locations, and rliosisto grade
vary across differet geographic locations. Annual differentials from
one location to another can exceed $2500 to $M00.

The ability of DoD to administer such a complicated cmesto
scheme for housing suggeets both the capabilit and the desire to
aditst the total copnainbundle received by active duty peronnel
to match different costs of living. In any HE8 aystern relying upon
capaymmnta, ther may arise differece in averag out-of-pocket Costs,
depending upon local medical costs and-o course-whether or not the
dependenit of active duty personnel receive media care from the
MTF or from non-MTF plans. If DoD chose to mke similar adjust-
inwts in the health allowance on the basis of local variation in me"ia
co"t. it appear readil feasible. Indeed, the same survey that estab-
"ahe housing cost varitions (upon. which the VHA is based) could

readil he expanded to include information on medical care costs.
Ustblshnga rein-pecific allowance would thus be relaively sim-

ple. Further, the curn BAQ systm estabise the pecedent of dif-
ferestial pay for persons uing ilitary vs. noMtary suppliers of a
basic necessity (housig in the BAQ case, rather than health care).

PrIerfty System In a Free-11rollmest HIM

EnrolUmat in the HME could employ prkort systems, while still
alloing most of the fme choice of the IM? or non-IM eaollments
dscribed, above We shwed in Sec. H *hat prkoriy-neting zi well
be unneesry to meet Del) goals for UM ~ Neethl sstin
Prioritis in 0019140e1t is fePase.

Cwnmt pelorts smig potstially *ible parse m exp~f
Active -Ak -aoma hve hbest prof their depadsot have
snood priodl, and v eWt@r-md kdandsthls thir puler. Howv-

qWe, in Sebo Ipsees, *mpeellly 1or #iNkhlteWY q , the sopekt-
nuat 4dem noo UMe VI n my apt & Itebdwm 1he leter
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them available only to active duty persona and their dependent.L
Enrollment priorities within the HIS Ould operateO the Same waMy, in
conept, by, allowing flrst-=omeflas-.noled choices within priority.

If the DoD had priorities in serving active duty dependents and
nrees, then such priorities could be maintained through differential
levels of the pron;osed health allowance, or (if premiums ar charged)
differential premiums for each clas of beneficiary. A similar precedent
exists in the structure ot paymenst. under the CHAMPUS program,
where retirees face higher copaynients than active duty dependents.

Do Fancl EnrllentInentve Violate Equity GodsW?

Previous discussions, of the HIS have insisted that financial equity
be achieved in an HIS, at lead for all persons within the same benefi-
ciay class All of these plans using financial incentives poteftally run
afoul of the goals of uniform treatment of active duty personnel, their

depndetsand retire, ineedent of which MW7 catchmnent ame
they live in.

Before discussing the aheentof such equity in an IS, it is
ipantI -- to point out that the currnt MTF/CHAIMPUS systn does
not provide this equity. MTFs difer in quality and epWails
Active duty dependents and retirees, for e@an**l may be required to
use CHAMPUS (with, larp potential FcoiPayments) because cm is not
available in their neab W. For those persons living fr ftom an
MM, CHAIEPUS provides the only relevant alternative for obtaining
care The current; system provides esquityP only in a narrow and dis-
torted sense.

Similarly, an HIS enrollment plan that does not make use of finan-
cial. incentives obviousl can achiev the -am sort of "equity* among
enrollees, but It actually cannot do a Well as an incentleeed plan
in terms of well-being achieved by the persons enrolled in the HIS.

cmuder, for maple, an M with exces demand, where geo-
gqhic pozmit to the base ormd the books for eligibiity. Niecee
wishing to enroll in the MWF would seek out housing oes to the bais
mi-a hi been well demnstete in othe similar siatm-

heming prime In *hA area (rntal wisand-wned busse) would rise,
***uaf th edo r so alut pmvMo bl amss to the Ml?. (Linkagm
biuw esn rme n coliedtarpli cierts n
any Otbe Phiftama PsM16 to bobe #r thi aetlma) ftws If
emesiw dimd to t Oderb W is abeMwi an O WaOW e palmil
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If any other ailooatwon rule is chosen, similar results will occur.
Rules without financial incentives cannot do away with inequities aris-
ing acoss catebmient areas-they can merely disguise the magnitude of
inequity being forced upon the enrolled population. And of course, the
same sorts of inequities aris commonly in other aspects of military
life, as could be readily inferred from the desirability of assignment in
Hawaii versus a cold northern state.

SUMMKARY

In this section, we have discussed two primary options for enrol-
ment of nonactive duty persons in an HE8-whether such enrollment
should be centralized or decentralized, and whether beeia iesshud

reeve free choice of plan. We recommend that a centralized enroll-
ment system be used. The advantages mem to dominate the disadvan-
tages from many perpetives.

We also discussed the issue of free choice of plan. Clearly, free
choice by bnfcaesoffers many potential advantaigu. However,
free choice raises potentialy tobemeproblems for an lIES. If the
number of persons desiring MIT enrollment does, not match the capac-
ity of the MTFs, then some balancing system, must be used. Maintain-
ing a spirit of free choice, we have shown how financial incentives can
be structured to achieve such a balance and discussed how sucbhmcn-
tives affect the appearance and the actuality of equity among onuo~ss.

Free choice of enrollment also raiss the potential problem of
peant mix. Ufthoseeenrolling nan M , ofer a mixof illnmsand
diseses that dosn not adequatel prepar and maintain the medical
skills of the M77 staff than bee choice may coNS~Ict with the impr-
tant reness mission Of the MTFIS. But the reol" in Sec. U1 sbow
tha such concerns my be Woundless. Under th. current immtiw
eaructw of the MTF/I*APUS *ums, a wstm of Oqwasi-

enrllmnt'alrad takeslce MWn paue"t "W"t atomn a"-
ment area already are "enrolled' in terms of their behavir. And a s9t
of pesple-sme witln and soose otsde of catchment oea-ere

efecivly"emurlld in a ivil ianpes. SBow patists un both
-oes at care-mT a"d riiinm thsk chANs of "esRmet

could luspogtantb afie MW outcome. Boa th slasuistos la Sec.
U showed, the ast aovsae on UP vicit and hIeMo wold
not be Imp awn unde veW 40mt snood IMuISIW chisest at
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V. CHANGES IN THE MILITARY HEALTH
SERVICES SYSTEM

Under an ES, the MHSS would have to select health plan options,
enroll beneficiaries in these options, and provide health care directly
within the military treatment facilities. To achieve the full benefits of
the ES, these task& must be done efficiently while maintaining stan-
daud of accessibility and quality in the beneficiaries' health car bene-
fits

The first requirement for an HES is a mechanism for tracking and
enrolling beneficiarie. Once the enrollment process has taken place
and Identified the enrolled population to be served by the MTfs serv-
ing thee populations places some additional reluirements on resource
allocation and 1t within the MW&.

ERch MWl must be assured adequate resources for supplyn normal
health cae services to its enroled patients. The overall resource
budgt must cvw the provisi of services within the MW and the
prcurmet of sp plemental services from other WnIY, fom other
government provid, or fom the civilian community. Eve with ade-
quake data and experience upon which to bas reaoab predictions,
the erone' use of isticated services and even more ordinary ser-
vif will be N*ct to uncertafity. Until an HIS has bon imple-
mented, the risk is enacerbated by the lack of defta and eerimece.
The WM ane each too emall to bear the full risk Simiarl, the
MM. would need pemteon apinst 1 nmtiF -ate pael. diW-
slams for support of ndmitay operations and other disuptions in
resource avaihht. In an cases, thu disruptons ar a huA me of
miltar medicine and their eliination would be undesirWAbL Instead,
the WM mint be a" to twr to othe soumr of re, at time with
ltte or no wami

How Muc Peshecton the MW% woud need dapends on the dempse
flexbilt tey could exercie in reemee MexagenenI and the time

it tahe to a t - lts e a"Iangemis. Soe t Imp0my sot-
als lt be aetm by r of re m a ho budgt
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Procedures to protect the MTFs from adverse outcomes should not
counteract thee incentives; the risk protection procedures should not
protect spinst the consquence of inefficiency.

Finally, if the MHSS were to adopt enrollment, the system must
continue to assure the quality of care in the MTWs and from other pro-
viders with whom the MTFs r the MHSS have contractid.

The military medical system and its beneficiarie cannot benefit
fully from enrollment unless the system makes some significant
changes, especially in the ares of resource planning and mant.
In evaluating the feasibility and desirability of implementing an HES,
we have considered what changes would be needed to enroll the benefi-
ciaries, manage the MTFs as ful-service health care providers, and
ssur quality of care.

To implement an efficient HES, the military health services system
would need to make the following changes:

1. Develop an enrollm t mangement system to track family
moves and changes, record plan enrollment, and handle pre-
mium and dedutible payments.

2. Crest. a atandAv insurance plan with automatic reenrolment
of WT enrollees in cas of mobilization.

L Devi madical resource quimets dermination inethomAn
bmdos enld populations.

4. Sp ec-1 ta- - pries for referrals within the militsry systm
L Cret a budet to replace required resources not actually

aeimed to the MTs or diverted for opwaonal supporL
. hh m internal reinuan plan to finance unusually

eqof m e IM! patients.
7. hede indng u tties in personal services contract-

bag md A Ampte -emneation levels.
. Rh the MM iv2la aIthotis, eCeilings.
. AWW@* e m d-t gem to produce data qpropriate for

106 Dse mg ulg euat On programs for MW adinistrators
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necessitate service regulation changes and may also need legislative
approval.

ENROLLMENT ACTIVITIES

To adopt health enrollment, DoD must establish an enrollment
mechanism and an administrative agency to conduct the actual opera-
tions of enrollment. A number of functions must be conducted by this
agency, some of which do not exist currently within DoD. Almost cer-
tainly, a complete enrollment system would require a computer net-
work and software not currently available. The DEERS system pro-
vides some of the needed capability, and CHAMPUS provides other
capabilitie, but the requisite combinations do not appear currently
available in any single organization.

An analog organization exists within the federal government-the
FEHBP-undsr the direction of the Office of Personnel Management.
This office performs most of the functions required to make FEIBP
work (except communicating directly with employees), and it has total
geographic coverage for the United States This same breadth of geo-
graphic coverage would be needed to conduct the HES enrollment
operations, not only because of the wide dispersion of retirees, but also
for active duty personnel in recruiting, operating reserve units, and
performing other diverse tasks.

Taks To Manage REnuolMut

Whatever orgniztion is chosen or formed to conduct the HES
enrolent, it must perform a number of complex and computer-
intensive tasks, many of which are tightly interrelated.

The first set of taks we call 'family tracking." The closest analog
to this activity currently is DEEW, but DEERS does not pomes some
capabilities that would be needed in a true family-tracking system for
HES esrollment. Notably, the fami tracking would have to maintain
a list of eligibility for a particular plan (not just the geographic location
of an individual), and would need a way to accommodate chanese in
emnoIbms across plan, even if there had been no chanzg in geo-
aS IIc locatio of an indivduk L These tks require additional data

elements in the DEMS dat bae, b ow softwar and amm.. that
DU S cm amurat* task bImfhol-m' resdmos, continuing oi.
bfib. ad plan choces n dbiam. ocur.
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options within their area (including local HMO&, etc.) and allows them
to move from one plan to another on a predetermined basis. Most
commercial health plans will not accept open enrollment except at
predetermined times of the year (e.g., the month of March), to mini-
mize self-selection of sickly persons into the best-coverage insurance
plans.

Third, if premiums will be charged to nonactive duty persons for
high-option plans alone, or for all plans available for nonactive duty,
then the enrollment system must be able to calculate premiums for
individuals, send bills, maintain accounting systems for each eligible
person, and disperse payments or refunds to persons who move from
one MTF to another. This implies a whole set of fiancial manage-
ment capabilities not currently present in DEERS or CHAMPUS but
common in FEHBP and in many private health care organizations
operating for business and labor unions in the private sector.

Fourth, if copayments are used in any form where cumulative expen-
ditures help determine the copayment status of the individual, then the
enrollment system must be able to keep track of copayments by indi-
viduals and families, and send on-line reports to medical providers
about the payment status of each person. For example, if an annual
deductible is chosen, or even if a flat copayment structure is used (as
currently under CHAMPUS) but with a stop-loss feature to protect
families against excessive financial risk, then the information system
must track cumulative expenses paid by families. While this task
sounds complex (and it is), it has become a standard feature of many
commercial insurance plans, and it is certainly feasible, if so desired.

Standby Insurance
For the nonactive duty persons enrolled in the M7W, the HES will

need a standby health insurance plan for use in the event of mobiliza-
tion or other los of major parts of the military medical resource base.
Upon mobilization, the enrollment system would automatically reenroll
all AM nonactive duty enrollees in one of the alternative plans.
Similarly, the dependents of mobilized active duty personnel would be
enrolled in a non-MTF plan. The simplest arrangment would add
these beneficiaries to a fee-for-service insurance plan, just as benefl-
ciarie currently being served by the MTF. automatiall fall back on
CHAMPUS under m However, an HES would allow the
MTs to take additional steps toward arranging for tra=nsng their
hmth Cm ,rqI R2lt to local civilian providers. With a known

l to provide for, agremente with local HMOs or other pro-
vlde poue to smooth the transfer mg be fasDbl. In all other
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respects, mobilization planning for the benefits mission remains
unchanged.

A close analog exists within HMOs, whereby they provide standby
health insurance for their enrollees in the contingency that the person
becomes ill or injured in an area away from the HMO's service area.
In fact, one logical way to arrange for military beneficiaries' standby
coverage is through commercial contracts with the same sorts of
insurance carriers as used by the HMOs for their standby plans.

Beneficiary Education

If an HES were implemented, military beneficiaries would have to
be reeducated about their health care benefits. Unless they understand
the enrollment process, the concept of choosing a single option for each
enrollment period, and any changes in cost sharing, they will not be
able to respond rationally to the program changes. Extensive benefi-
ciary education would have to be undertaken before and during imple-
mentation to prevent beneficiaries from basing enrollment decisions on
the current system.

ALLOCATION AND MANAGEMENT OF MTF RESOURCES

The military treatment facilities currently operate in an environ-
ment that differs sigificatly from the environment under an HES.
Of course, although DEERS now allows DoD to estimate the popula-
tion in any given area, the MTFs still have no idea how many benefi-
ciaries they are serving, nor who they are. In sizing the hospitals' and
clinics' physical plants, no consideration was given to the retired popu-
lation they might serve. Under these cicumstances, resource alloca-
tion is naturally based on the the number of visits, inpatient days, and
other services the facility has delivered, rather than the patients it has
sermd.

CHAMPUS was designed specifically to fill in gape left by the
MTFs, either so grpical pps or fluctuations in timro f an MT has
to curtail a service, it can shift some nonactive duty patients to
CHAMPUS and minimise the tran ers it must arrange to other mili-
tary or civilian providers for active duty patients. The MT may cur-
tail a service for svera reasons: (1) it loses pvids, tmporaul or
peIm Anently (2) civilian hiring, equipment purchase, or other pro-
cw~m nt is slowed by ted tape low pay rates, or authorization clnpk
or (8) demand for the service rises. Since CHAMPUS pas e-for-
sevice rates for the resoure(s) missing in the MTF and for rmsuw
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available in Owe MTF, the ability to replace the missing resource should
lead to a more efficient use of the MWF's resources.

If, under an HES, resources were allocated to match each MTF's
enrolled population, adjusting for important facility and community
characteristics, patient referrals between MTFs would necessitate
resource transflers. Such a system of transfer prices does not currently

MTF management in the lIES environment is probably sufficietly
differet to warrant an investment in maagement training provram.
In addition, the management- information systems now being imple-
mented throughout the military medical system may need. some revi-
sion before they can fully support an lIES.

Resource ReurmnsDetermliation Methods

The three military Services, use similar methods, based on historical
work loea for determining the resource requirement to support each of
their MTFs. With this method, the work load each facility accom-
pliese in one fiscal year determines its personnel and O&M bodet for
the succeedling year. Facility and investment equipment budets ar
based on a list of approved projects or purchases, each justified. by
potential work load, replacmen rqimen MI and other considera-
tions. In basing personnel reurmnson hitrclwork loea this

approac assumes that each facility can and solcntueto per-
form ths same work load.

Under an HES, the AM enrolls a patient population, based on its
fixed resources and provides, directly or indirectly, all heafth car ser-
vime to this population. The resources require by the MWF should
dipend on the number, age, and aen of its enrollees, in addifion to any
resources required to meet the Mrs~ readines or opeational mis-

IO. VI, we discuss methods for setting individual. MrTs enroll-

weant targets and derminifg the appropriate, reemuc lees to serve
thessenmled pulto s. n -eoean HS an be ftlyfut mmtd
appoiate methods@ need to be developed a"d calibsated to bas
mreeson the number of enrollee m=nthe per year at each MW "nd

peteatlly, on a variety of other tsa sh& as the epssu cspou-
dion of enrollees, hfaclt sius, majo capital equipmnt, and the pres-.
am of trainin Pmepams. Tbiw. for oeample, tis smile poptuna
wo- 0 *ve a reogirement for provides, who would in bonm carry a
dervs't Io I - - A ut staff, eqs*arnn, and the rnkIMj
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consider in Sec. VI PRISM's potential for serving as a prototype
method for staffing MTFs under an HES.

Transfer Pricing

As we have just described, an BWE requires each MrT to be respon-
sible for all services provided to its enrolled population and allocates
the resources necessary to provide these services. When the MTF
refers, a patient to a second MWT or urns the other MTF's ancillary
services, the first MTF must transfer adequate resources to pay for the
services. Currently, referralsithin the bMS ane free to the referring
facility;, the referral facility receives additional resources in response to
the additional work load it performs. Although it might be feasible to
reflect expected referrals in the per-enrollee resource allotments insti-
tuting tranfsr price would give the referring MW commanders more
flexibilt and also more accountabiity for their referral actions. Cost
data from the Uniform Chart of Accounts (UCA) could provide an ini-
tial source of data for developing transfer prices. The UCA system
wouldi permit the estimation of transfr prices by clinical or ancillary
service, for inpatient and outpatient care, and by facility type (for
exmple, dlin*c small or large hospital, teaching center). In theory,
price schedules touldl be tailored for each facility; where a choice exists,
facility-specific price would encourage referrals to the most efficient
provider. Howeve, from our interviews, we doubt that the UCA cost
estimates are sufficien*l accurate to support failtspecif prime
schedules. If nacessary, a more detaied pricing semeie could be-eeoe over tim.

To eaere an aequat refral base for the teachng proas,
tnsfes to the medcal. cenr might be sube&sL Mt le aves
civilian teaching hooseu have bodget for ubsding the cae at
patient they want to attract for their teaching propams. With an
H=9, ubsdzing sa referrals to the te@acig hospital migh be

nncsary. Inted owing the ciiian exMaMP* each teaching
cte conIul-wid be gOven a budget to be ued at it diskeio to attiast the
Paett needed to l oat Uts ce mi& sk a bmft woul permi
the SrVwce to deterine, the msit they deVot ON tAhe tehin ec4-
s*d and "i give the hooftal tdo fteibkly to gain the mist ftm the

Debw, we pepoes a budget to mrsplae peome who, whis
ire uis ed to serv an Mrs seure" -t m* asiedi to the
W. In a go IeNed of the 12plamt 'I boiapreesh the me"ia
-ao could tow in -sm or All of the pI emm te ese hr abr-

"Is in m sfor adiltomal mility pssorAiL
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P.otet.ng the MTFs Againt Risk

Under an HES, the MWs run two significant risks. The first is the
risk of having their actual resources fall short of the resources required
to serve their enrollees. The second is the risk of the MW' enrollees
presenting abnormally costly health care needs. In implementing an
HS, provision must be made for protecting the MTFs spinet both
sources of risk.

Resources Risk We believe that, under an HES, a replacement
budget is needed to supply required resources not actualy provided to
each MW. This budg could be held by the DoD or by each Service.

Currently, MT. routinely face temporary shortages in personnel
and delas in equipment purchases. Equipment brekowns can
usually be overcome quickly, so most delay occur for new equipment.
Usually, this just means that the facility has to continue referring out
servicas that the new equipment would allow the MW to provide in-
house. In general, therefore, equipment nonavailability does not
seriously interrupt service dlivery.

In contrast, temporary personnel shortaes can be quite disruptive.
These ahortags often occur when replacemnts for transferred person-
nel are ddayed in arriving Since many military trnshe take plae
during the summer, the Ml'Th may suffer severe shortqaes for one or
more montha. For ample, the commander at one eility we inter-
viewed expects to be without half of his o1bststcians during two
months this summer. Delai routine care will help the
obs tetrc/ ooy service through this period but will also crete a
backlog for the remainder of the yer.

Tempormy shre ao arise when personnel an required to .p-
Pa military operatons. Rscnt examples Include the dume nt in
Gna& and eut L t.1I one of the Navy hOspItals we Visited
hat one of It three "*twpe& suNons= and miwport personnel to
an s h arer for thre months. Afthoug, short of a mej mobili-
ratio., t in h e to e o mppot may not

oal"y aelp say ua to o b thei obs.
t . f..tp of other, mo p-

- personne shrA*. Als all o he MaUISw neve
:;areetW below their rep 4., lves Of aPPOrtpemml-usq

a mt omt , schedules ppobi n-hoase proevision ti complx
(apd ,o@*) smv sad potentaWl decres physiia Ailbt t1

Pmbbbone Pi* Shfn moe amino b**Mse a- and d-egth
adMP an civiia wq~layiiat limi teo aur.Ailt to
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reprogram resources to overcome or minui the effects of thesm and
other shortages.

Under the current system, when an Mw must curtail services,
CHAMPUS fills in on a fee-for-service basis for most nonactive duty
patients The new Joint Health Benefits Progra, recognizing that it
is usually cheaper to replace the mising resource than pay the
CHAMPUS bill, can now contract with civilian providers to provide
services in an MWT. While this program is generally beis used to
obtain needed physicians, we have learned of an instance where
CHAMPUS is contracting with a nursing registry to staff additional
ICU/CCU (Intensive Care Unit/Cardic Care Unit) beds. In another
innovative us of this program, an MW has obtained agreements with
civilian obstetricians to provide prenatal and postnatal care in their
privat office. but deliver the baWs in the MT. These arragments
ae similar to the ones MW. would want to pursue under an MES,
although the MW, rather than CHAMPUS, would pay the bills.

The replacement budget outlined hem offers, under an HES, the
same benefits as the Joint Health Benefts Program now does but with
fewe restrictions or limits. Under an HES, if an MW wer to receive
consistnty inadequate resources, it would have to decrease its enrolled
po u resulting in added costs under alternative helt plae. A
reP1cement bud&e would allow the MTI to maintain its target enll-
-et by purchasing contract serices.

To understand how this budget would work, consider a
facility with an enrolled population requiring 40 physicians and a sup-
port staff of 40 nurses and 100 technician& However, an inadequate
supply of military pysicias ae the MW sioru by 2 physicians,
and a o nimlng of madical enlisted pMonnel to meet dotages
in other speciltes Iave the MW withut 10 technicians. In addi-
tics, the faclt deploys a physkin, nurs, and technni for three
mondhs to mwport units in the fied. The MT would receive adM-
tona OW Am ds for birig civili ne to replace the mising mi a
pesn t r cm budt At the same time, unless these
additiond ciilians ae to be hind on permal semvces contracts, the
ceift on cvilla f ions m bhan to be nreassd. Whie the
amnt budgeted to rplc the MMfl mising moures in each nisal
Year may o cover all shora it soud pevent significnt intewrw-
ticm of the MWN.' Ality to serv teir enrones.

In geera, WM would want to replace misd support s tf by
hirg civilians. In this case, the m e budget would cover the
pay at a civil srvice epoyee in the suppot rpecaty. Skary,, V a

pysbician cMuld be hied to practice in the MWf, the'I?

j _ _ _ _ _. .. .
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would, get funds to pay him; the rate could, be band on civil service or
contract pay rate.

Short-term physician shortages may not be overcome in-houae. If
not, the MW will have to pay the capital costs for relcm n e-
vies. The costs of replacing the missing physician's outpatient work
load can be farly easily computed from schedules of usual and reason-
able charges, recognizing that the N" can probably absorb some of
the work load with its remaining providers. ReplCement funds for
inpatient care might be provided only for the missing physicians shame
of nonolective admissions.

Tho replacement budget for chronic personnel shortages resembles
the sMupplmna cane budget for services the "aclit y cannot support.
In both cases, the sine of the budget may depend on whether the facil-
ity is supporting some care in the shortag ares Thus, an undesaffed
orthopedic department may, with adeuatde support, still provide many
of the complex cases, keeping down the cost of 6=96Wnet. care
Obviousl, the MW without any orthopedic capait cannot do this.
Where some capacity on"ts fbnds to replace or supplement the miss
ing capacity might be set somewhat lower to encourage efiiet trade-
Of twe caoes

If an HNS were imPlemented, -and Nf MM~ could u the money
on~ ~ ~~ -- ca thM.oftereoreirthr ame in a Year by more efficietly replacing or spl MigWhi

services the bugts could be based on actual spres.Befr

surance ptbmDoD should operate a reisurence prop= to pro-
tect M aginet the risks of having too many MW enrollees rquir-
ing kIdwuW dials*s neonata intensive care, and othe such costl ser-
vim~

Under this system, any individual MW fain more-than-expected,
me ot these services (most of which couild. be ought* from other

4 ~Mlih or from other source) would ife a claim to the reinsac pro-
gam to rocove its ezendltue on these services. A3n aenaotie
appoach wudtransfet to the reinuances proram nie Kom"diar n
patints whose utilhssthc aee s defind length otfA ta cost pm-
atrs. To provide adequate ovesight and prompt claim tes.
thes chlas would be poesd at the neat level of c m above
the Ill (Heat SaoelMos Command in the Army, a Pegioal Com-
omd In the Navy, the vuonable operaional command in the Air
YOMe).
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CHANGES TO PROMOTE EFFICIENCY

Several other change in resource management would be nhcessary
for the MHSS to operate an HE efficIently. We have found that the
limited flexibility across budgets, the ceilings on personnei, the slow
procem for acquiring investment equipment, and inadequate personal
services contracting procedures prevent MTM from fully using the
resources they do have. Under an HES, management inflezility
could forcoe the MTF to purcha supplemental services for its patents,
often from civilian providers. The DoD-wide budget for these pur-
chases will increase in proportion to the inefficiency within the MTW.

Currently, an MTF can shift almost no resources betwen its invest-
ment equipment and O&M budgsts, both dollar budgets. The restric-
tions are intended to prevent the acquisition of new equipment at the
expense of basi maintenance and supply purchalse However, an
Mn responsible for delivering day-to-day services to a clearly identi-
fied patient population must stock adequate supplies and ma-intain its
equipment in working order. Under an HES, the MT. should be
allowed to shift finds between dollar budgete, with the requunt
that the higher-level command must approve purchases of equipment

Smoe than a specified amount.
The budget described above provides flexibility bet

personnel and dollar budgets. However, for this flexibility to be real-
ied, the MWf. must be given higher civilian authortion ceilin and
adequate personal services contracting procedures. I n Man
patisnt cannot get the services they require, they will nenoll in a
non-MT plan. Therebre, under an M13, the alternative to addi-
tional civilian employees is a higher care budget

Th legislation regading pe S nal services contracting was rewritten
recently. However, there remnains, some uncertainty regarding several
issues, including the bilt to controct with physician groups and pro-
vision of imalprctics coverage. These imue should be resolved in a
manner that fAclitates contracting.

A common concern during our interviews was that low pay rates for
cvlservice and contract Personnel, specall physicians, would pee-

hbt the MWf. from bringing in neded peo anl ad would foM the
MW.~ to substitute am expensive fee-for-mevice care. Even the
current he limit of $40 par hour for physiian professional service oon-
truts oW be too low to attat needed speollists in some am
Unde an HE&S the fals economy of Placing ampa on Pay rae and
civilian emploes would *Aft becm app set In even lag

a in the Mm ae budget

.. .. ... .
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Data System

HMOs typically begen as small. r ga-izatons requiring a minimum
of automated data. As they pow, reliance on deenrIz"ed manage-
ment of day-to-day operations limits the need to invest in expensive

mangsmnlinf ato systems. The 10158 is neither small nor
dentralised, so its abifity to enroll bnfiaesand plan for specified
enrolled Populations under a AftyIpmne HES would depend on
acorn to automated data system.

With the TRIMIS UCA, USM (Uniform Staffing Mtooo)
and DEERS systems, DoD has started to implement the system that
would rapport a well-rum IS. However, theae sysm an currently
fielded in only a few MITFs and they do not always provide compatible

OPnfostion. We were able to see how most of thes systems operat
in the hospitals that we visited. They collect a lamp amount of
detailed, valuable data. However, becaus the hospitals can retrie
these data only in fixed format and are still learning the data system,
we found only limited evidence that the data were being used to
manag the hospitals.

Impemetatonof an HES would at the cutest require that an
enrollment system, but not necesaril the other information systems,
be A*ll Adeded. Current reporting eysem redesigned to track the ser-
vice provided to each component of the Mrse enrol population,
would adequately apport planning under an HIS for, the short run.
Ash atomated yirtn became available, the quantity ad quality

ofthe information wovild -ssse faicilitating the planning process.
However, DoD shouW d me these systems to be certain that they pro-
vide information osmlseet with anHES. For axaimple, as discussd
Aom the dsvlcpe of a tnsfer prkcin schme SMg reqir

-er detalled dulilmof evice then now used in UCA.

We anticipat the seed fie rein hospital om nesand oails-
trators in the maaeotof an IM38 In chas~g the B g als *0th
M'"' hom th cheemn of target work losde to the servicing of a
patient population, an HIS would place additional bpdem on the
MTrs managers to maintain a smooth, qvpriate flow of sevices.
Ma4nau 18ed to relyin On the ismas Of Cestlsie 'Of Nenavela-
bfty when their es an hiatenwtd would have, to lamrnsweud
how to develeP mecansm - fr tading off emm POnt dssd and

sm ---tn th irk fAm~ite epauitls. Ut~ifiat eis s Whisk is-i~ e.pbelead underth. eusead 111 -1 It i-heske6smeeas-
tin system, would become a am valuable tool under an 1138
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Most of the Ml'?. we visited procure suplmntl se es l -ku
negotiating price agreements. Moreover, prcuement activities we
often handled by the local contracting offmc without qlret W

invlvmet in the financial, anneets uhs a mt
appear to be far I. so-phsiae than would, be desirshlb under an
1138. At a minoium AM omadr and adiitaeswould
need additional Io Vemen ump he 1 prcrmnt jp re.

ASSURING QUALMT OF CARE IN AN MIS

Instiutting an HBS to cover active duty -depdets rireesl, and
dependents of retiree or deceased retiree require sdrto of
two quality-of-care ise. First, in what way might an HIS esa
what is now done within the military direct care system for Quality
Assurance (QA) and Risk Managemen (RU)? Second, does the mili-
tary acquire some djopes of repniiiyfor the quait of care
obtained through any non-MWT plan that benefiiare might choose in
preferepse to an MWT and, if so, what mnight the military need to do to
exercis that xmreposibility?

QA in the Armed Services, can be broadly defined se, formal activ-
ties that attempt to ensure an optima leve of quality of medcal care
within the resources available to an W. RM is a corollary edort
aimed at asvoiding fiscal (meicleal liability owing to potentially
compensbe adverse events in patient cam The military operates its

joint QA/IM puopes only for the direct care system; it nmake no
provisions for equivalent Oversight or ineVention for patients who
obtain car in the civilian sector throug CHAMPUS.

The principal QA activities are driven by rquirements. of the Joint
Commission an th cceitto of Hospitals (JCAH), lqargs artic-
ulated in JCAH (O).For example, MTF* typically hav a number
of QA/RM committees that meet periodically and issue report to the
MWT commander. Thes committees includw utilization review, tissue,-pd review, pharmia and tuseisblood utilluathon, infec-
dion conroL, credentials, review, aod an executive emmiltee.

Now Activie

QAAIM activitie hae been undergoing guAstantial cheap and
boo esvent is the bAs year or two Among the issues aidemsed ae
the M4whap hingin pese osmbbmy into the propm Sceen
dith nuss-es and dedigating QA/RM couns t ata0hese

as"OM *MD4 igaop~ Out10at 0*l )Mb - My ho
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QA/RM propsnW 2-cmeni PrOPan acivitie bette to emberm
-- outmblt at both the MI? and tin &up=e. Gemami hWI

imingb amdentmi mvim essn - esih am ppovider pswr-
mm" s ainit **epuii 001W.. sucaI ,Fh m ued-psdl anoetoM-ae and tesin or phaeg in mooocmme ecreomng pn~qm
dimmd to prvid emly adsisto fhulm-mu dvans mi mo
and pattern of CueanadOWr Theme aetivthg be hue ody in
the kAe low montbm, md thus tbe eram emr be mai to be in sm

Quaity of Caue for pans. 3arofdlis 1. them

At thsjnous mpm tng wOHE woudnt apsar to, roe*
m=.r Chon in preset QA/RM prOM. -D I IdppmeSt of them
Propem will costlun Nsgudes o an8Y duAm about a poes
113. For instance effrt to introihw pester constenoy or- rig
into the CPaAn~n nwmm4d~ rswk.OA w

QawtRMw r be"m service utat ugg or the' corn-

ompt =aut be aoled npakd**rofauwiW" Ias wim eto an MIS.

an hopoetat ebm"a of the. QA popumm.Il110w
lvIs pOantin Panvlshm disice Ps*dI~ to mwn pemge and

eviewing OAh Pusmm0es MdOWS' psiWe *Xsau* it is dem at
tho MY? kiL Moo. an =Bms would My#te I to add 6d&mw
or Pat-tm physulm tO ter th*h -W ANs~s Ohwl be

SOWe aso of fudtml nggt wbSaim M* 04
upeulfisll cc eislee privilp 1 qmh h *u10 thf am soap.

Wii, Two M0 f* -1ms11 wth all t to hadlss at tdo

Workin oriw OCOU&iww

40M an vWill h m ow a. Advi -lml 111 Ps",800 .to & s

d* %Was i pd misw A - w mosoM g w i iso

uw.~eeuum~ ea~W.pestes, e asVIP s ~WSr
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differ a to the relative difficulty of refusaing to give full privilegs to, or
separating or terinain, a civil service physician and a military Phy-
sician. stop short of separation or termination include extended our-
veilance Of the provider's Practice Of medicine, curtailment or suspen-
sion of privilege for some period of time, reurmnsfor further
training or remedia training, and other form of disciplinary acton
The process of releasing a physician from active duty or the equivalent
for a civil service physician can take well over t, yea, once the physi-
cian has completed a probationary period of one year. Therefore, a
thorough review of each new physician's credentials would be needed
under an HES to avoid tying up the MTF in Costly separation actions.

Liability for malpractice case rests with the military for all care
provided in an MTF, and the military's liability extends to care pro-
vided by both military and civilian physicians. Practitioners who
would provide care under contract must provide their own coverage.

Currently, few contract physicians provide care at MTfs, so the
usual redentialing and termination procedures rarely need to be ezer-
cised. Until recently, most outside contracting was fornoprna
servies such as radiology and CAT scans. The ability to terminate a
contract of this sort for quality-of-care, reasons depends greatly on the
ptovisions of the contract, and the Services appear to vary in their use
of provisionis that permit easy termination. The Navy, for instance,
has had experienace with writing contracts for radiology services that
could be ended with retive ase in the event of Poor promne

With new legislation to facilitate perona services contracting in the
MTF* satisfatory qualit-assnce procedures fOr ontrac physi-
cians will need to be developed regardlss of whether an ME is imple-
mented. However, an HES proram may require #t leas some MTFs
to engage in coiwbymore contracting for various services than
they have heretofore In addition, if these services ase rendere "off-
sWte the Mn has little direc way to monitor quality of care Conse-
quaitl, the MTFs should be given mechaim to ensure quality of
care for patients trated by Providers with these typs of contracts

8mb mh~ais migh include specifc provisions in contracts
redieg the uleimem --liatos or cwtification that muist- be
savde by 1, e 1 11it3 !oI in the case Of a hospita or othflt
:rbdiea Aw*hovminvovodlnrndlmgairtotbepWAtlnt

quawom. (e*g., bad F osiwdcton to be held by all maembers, of a
pu pmw"le). Odr -obw -oiin W& -pc tshlea

uplvemeis, It" a the quality Of radiology films, legibilit of Patient
re 6e Siamse of reparts of results or test Itpeatosretuned

to the MW, and so Suth. Yet other Provisions migh call Se direct
oelsbol bsowen -M77 prismy car or 'gat6 bewpr
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provider and the specialist or consultant to whom a patient had been
referred under such contracted arnmns

The MT7s can draw upon the condr vj-Able civilian sector familiarity
with contracting among various types of providers and institutions.
Some HMO0, for example, acquire much of their services through con-
tract arragements; these, especially for so-called EPA (Ind----en
Practice Association) HMO*, may explicitly require that providers par-

tiieein, or at least aillow, a wide variety of UR (Utiization Review)
and QA activities. The Services might draw on such examples to
establish prototype aranements for their own use.

If the MThs can contract with larp institutions (eg., tertiary medi-
cal centers, large HIMOs), these institutions an, Ilkly to have ongoing
QA programs that would include cars delivered to military benef-
ciaries. All contract providers hae" good incentives to deliver high
quality care if contract arrngmet with an MW constitute an
apprei able portion of their patient population, for fear of loss of those
contracts. Thbis may become a more potent factor as the number of
specialists in rural areas continues to I6ount secondary to the antici-
pated -Ui - -p-ly- of physicians within the next decade or so.

Utiation Review. If an HMES engenders, Changes in the military's
systems for determiningt -w e for different resources and for acquir-
ing and allocating to reucsand if external force continue to
drive up the costs of medical care (especially hospital care), then the
Services may wish to investigate the institution of more rigorous UR
activities than are now in Place. These might include, for instance,
cn siderabl1y tSiher przmeadmiselion reviewp or concurrent review of the
need for inpatient care at specific percentiles of normative
.anosis/ages-speclflc lengths of stay. Although as we discuss

elsewhere, UR has m to do with cost control than with quality of
care per se, nonetheless there is an overla that might become more
signilicent in the HES than is now the cas.

QmaWt of Cm for Peron Rarolled In Non-lIT? Plans

The Services have no direct &Inv RolvMIt in quality-of-cmn concerns
in the CHAMPUS program CHLAMUS has ihe own division of qiia-
ity meurance, whIs gives particular &atdnto to mental, health arn to
pess i e*Mn &~W (saeelally thes for muel hadth coundtions). Bps-
eW. review coass - turnd over to the Amorico Psychiatric

FmIN tos Muck .1thkis atutymghtbenme aeaut* coansdd
Us thai QA, because CIIAMPUS has so Wa to idenstfy of hIndvie
poor am that does wt corn to lMgh *houg* do screening precmdFz6s
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of its fiscal intermediaries HMOs that are participatin in the current
CHAMPUS demonstration project must maintain a full QA proram.

Patients who are dissatisfied with their care in the fee-for-service
system an free to change providers, file complaints with local medical
societies or designated CHAMPUS offices, institute malpractice sits,
or undertake other such remedies as are open to nonmilitary patients
generally; they can also attempt to obtain care from a local M'TF.
Claim denials and other problems can also be appealed or reported to
CHAMPUS.

Currently, therefore, the Services have no liability for malpractice
problems arising from car obtained by patients through CHAMPUS,
even if the patient has been "disegagesd to CHAMPUS because of the
nonavailability of a particular service at a particular MTF. The ques-
tion of whether the Services are liable in cases in which care has been
purchased on behalf of a patient at a civilian facility (ie., not through
CHAMPUS) remains ambiguous.

One interpretation of the conditions of an 14ES is that the military
continues not to have responsibility for the quality of care obtained
through non-MTF plans. This int rests on the provision in
the HES concept for beneficiaries to choose from two, and perhaps
mor, health plan options. Consequently, full acceas to cm and free
choice of providers are maintained. This approach shouK therefore,
minimie the Servife' ty for quality of care and liability in
the event of poor care.

Another inpretation would recognize that the Services take on the
r i of allowing only certain plans to participate in the M1S
(eg, if they certify that only specific IMOs or PPOs will be included
in the program or select only one or two carriers to underwrite a stan-
dard national plan); then arubly they also acquire-a QA responsibil-
ity Emos, it seems phaible to expect that selection of altenative
plans to participate in the 1H8 would be based in part on qudity-f-
care conidertons For example, HMOs might be required to be
fderally quaifi and to have dom te ongoing QA progams.
Predurm and criteria used by the Office of Personnel Managoment
to administer the civilian FMP could serv a analog for syems
tbat the Services might etmbilb

I mkhALtlc might nonehess be given to a variety of complaint,
phv m e ad appeal e m For ezamp, a -ti.tknt ombvds-
maW fom the local lT? or HES regional offin might be available to
mspe or macda in cae when patients believed theY had been

poo b tated or red to dc ination. Ovou*, patints who
m dstlW d with ee In the he.forservice sector can change pro-
vidus peshops with the assistance or advice of such an ombudsman



HMOs often maintain active grievance offices of their own, to which
enrollees could take complaints directly. In special cases involving sig-
nificantly substandard care, consideration might be given to allowing
beneficiaries to disenroll from an HMO before the beginning of the
next "open enrollment season."

fob
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VI. SETTING ENROLLMENT TARGETS

Establishing appropriate enrollment targets in central to the success
of a health enrollment system. Targets set too low result in unneces-
sary resource expenditure and increase system costs. Assuming reason-
able MTF efficiency, increased costs occur with underutilization of
MTFa becamuse individuals not enrolled in the MT7 must be enrolled in
another plan. Targets set too high may reduce quality of care and may
lead to attrition of membership thrmugh distfaction with the MTF
care system

To attempt to identify targets that neither under sucribe nor over-
subscribe the MTFs, the Service, would have to rely on current data
on beneficiary utilization rates and MTF productivity factors. Both
should change with the implementation of an HES. Even if change
were not expected, the data systems used under the current system
cannot accurately describe beneficiary utilization and MTF produc-
tivity.

These data shortcomings argue against full and immediate imple-
mentation of an MS. They do not argue against implmenting an
HS in a limited number of areas to ather further information. With
some actual experince under an HES and the collection of appropriate
data on utilization and productivity for an enrolled population, the
MHSS could develop the t parameters needed to plan ade-
qutly for full implmentation.

Our evaluation of the feasibility of setting enrollment targets was
guided by a general enrollment targeting model, described below. More

e , we assessed the feasibility of trnsormin the Air Force'
PRISM into a targeft modeL We found that although PRISM could
suffice as a starting point for assigning people in a demIntraio, it
could not support a full HUB impementation wiout substantial
modifiati For a demonstration to pwvide inemat for modify-
ing PRISM, it should vary the ve-o rse/Fmm/fment ratio suffidenl
to obseve utiiato and health outcome responm to di ent

- leves
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A GENERAL STRUCTURE FOR AN ENROLLMENT
TARGETING MODEL

To evaluate the feasibility of targeting enrollment under an HES, we
developed a general model that could be used to target enrollment lev-
els for each MTF, based on the resources currently available to the
MTP and the resources it could purchase from other sources The
model assumes that these additional resource purchases would be made
on a per unit basis at a fixed price within the military or the commu-
nity. Our approach assumes that the MTF can attract as many enrol-
lees as the model targets and that the enrollees will represent a random
selection of the MTF's eligible population.

This prototype model takes the form of a simple linear pro ming
modeL For each M7W, the model determines the number of MTF
enrollees and non-MTF enrollees and the amount and mix of addi-
tional resource purchases made by the MTF. These quantities are
selected to minimize total costs within the ares. The model impoem
one constraint for each resource category to inum that adequate
resources ar provided for each erllee either from MrT resources or
from purchased servics. Enrollmet is limited to the number of bern-
ficiaries within the area, and anyone not enrolled in the MTF is
enrolled in the non-MTF plan.
The model could easily be extended to include referrals and transfes

into and out of the MW. This extension would require the develp-
ment of taser pries by resource category and estimates of the
amounts of ee that should be referred out and referred i. Another
extension could establish enrollment targets for each military bensfi-
da~ry Categor.

Tbw approach we have posed determines enollment tageu for the
availabe resources in the idvidual MTFs and Ipo central reour
allocation issms thiat would recon gre the systmt based on Pesestis
costs. We Choe to pursue a Ms optin becmms we were not
convined that peacom coms wen_ the eb 6iat ,im pwrmmdlhg s
ten confguntlom, d we to eomsm or 6600s an the
Uesd fr and es O r
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expected use of that resource for an individual enrollee. Of course, use
would vary with the copayment plan chosen (swe Sec. MI). It is well
established that medical utilization also varies as a function of age and
sex. In Sec. U, we presented evidence that it may also vary a a func-
tion of the enrolles military status, that is, activ duty, active duty
dspendent, retiree, retiree dependent, or survivor. Therefore, the
expected use of each resource per enrollee would equal the weighted
average of the wse of each age, gander, and military status group. The
weights depend on the composition of the beneficiary populatin eligi-
ble for enrollment in the WIT.

Finally, cast dat must he developed. The model selects the enroll-
ment target that, gien the Mrs. initial personnel and other
resores minimiuss the total cost of providing health benefits to all
be neficiaries in the area. Therefore, the modal requires reasonable
stimates of the caomb of poiding services to MWT enrollees, including
Purchses from outside sources, and the WOWt of enrolling the
reaide of the population in non-M.!! plans.

Exist daa system were not designed to collect the types of data
required to aWait an enrollment targeting analysis. These systems
ane most deficient in their abilty to measure the total use of each med-
ical. resource by enrollees with dl~tsnt deorpi hracteristics
and iltery service affiliatlam. Without an esol s ystem, keep-
ing track of who a dos the s foe what portia.. of their care is diffi-
cIAL Foir this maath data present an incomple picture of the
Uon ae recead by tettypes of besilra.Whe DEEMUI
MlY OPeratIol the MI? win0 have a mare ca*"*e" picture ot their
potential beaslclay pwpuatan Howeve, DEEW win not sadv the
problsmn of knowinig MWa portio of the bWilcals'ttl ears is
01011t withi the ltaay halt can q I" The pofle "Aden
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Data on the amount and types of care purchased in the civilian sac-
tor ane particularly lacking. CHAMPUS dala pvtovide a partial pictur.
but it is incomplete. Patients relying on other insurance and those
with expensnes below their CHAMPUS deductible do not file claims. A
1977 Rand survey for the Air Force found. that only 80 percent of
rethIIe residing within 50 mniles of nine Air Forc bases and using
civilian care had used CHAMPUS to pay for their last visit.'

Other data system such as the UCA and the USM reotonly
amuet, data and ane just now underging data validation checks.

As a %AMe~ee we feel that the establishment of a
and evakluton rjc that incpoaes~ variatkom in resource Irvel
would greatly ssis in the suceuMid desig of an HNS. The waevau-
tion should incorporate qualfty-of-ter and patient inatidctln con-
cemrs v ell a cost and acpbitylamues.

MEDICAL CARE USE PATT'EMS

We antiiae that thdpo tr of mical cae use woud, change
under an HM for two resonw& First, to we discussed in Sec. HLI the
NMF enrollees' utilization would be expected to decline if cost sharing
weve introed. Secnd the incentives for providers to undertake
various trveatment, patterns dlflr markedly une an HMS hoam curret
incentives.

Cutly*, an Mife output is masured in units of service. Mcst, if
not all resource allocation is based on pest levels of output. Addonal
resources are obtained by inceasing (tem ---'W 69th work load of
ezkst resources. By coantrs~t in en HM~ tescaes wuld be
assigned basned on the uber at enrollees and their aeuOedahe
than actal utiHmilem The ViM oftso addlomal semus Ar pto-
vidiag am visits, heqie do said mellary servicWes mept for
m*.sxMiedd cownh m
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While the detailed data needed for enrollment targting ane not
currently available, we have mae sme grows utilization comeWON
between the military Serices, the civilian actor, ald HMO& We did
this to gain a better und etanding of whom we might draw on other
system for data and experience that am otherwise lacking in the mili-
try. Halth ma sn zatia with their wll-dedmed,
enrolled mmbersdp potentially offer the poetes simiwaity to a
health enrollment system and thereh the richest coa for
what may ultimately be achieved. Enrollment targets under an ES
should be nadjusted, to rdect changing utilization, allowing tim to
rorient practitioners and to understand the im of now incen-
tive stutue and how desimble outcomes an acived.

In Appendix B, we describe in detail the utiliti co msons we
made. Table 3 smmar our find To obtain the ctumiitary

Table 3

COMPARSON OF ACTUAL MILITARY USE RATE AND THAT PROJCT
FOM CWILIAN DATA. CONUS CATCHMVNT AM POPULATON, FM

Actual
Military Projected

User Rate Civilian Rate

Outpatient visits

Active duty 9.6 a  3.4
Active duty depeudaus 7,8 5.0
Retirees, survivors, 4.5 4.8

and 4ependeamnt

Hospital days/100

Active duty 1216 556
ct lye do 4 dsu e n ts 951 629
lts ,., eviVOWS.. 86 1280

Ippo t ie tg Mel~t 04e. at Nm1~

0.lb ot gtd~o +..



rates, we calcualated the total utilization of MIT outpatient and
inpatlent services and services for which CHAMPUS claim were filed.
W. divided that sum by the number of bnfcaesliving in CONUS
40 mile catchment areas. Civilian rates were psojected for each age/sex
group from national civilian data and averaged by beneficiary type.
Active dutty family members show much heavier utilization patterns
than their civilian coneprsdo. The observation that active duty

depedens sarether sonors'high =9 rates, reinforces the supposi-
tion that physicians tend toadponstlofrciefralptet.
On the other hand, consistient with findings, from the 1978 utilzaion
survey and Rand survey data from the same period, the low utilization
Of retired bnfcaisreflects their wider use of out-of-system care.

These military use rates appear even more striking when compared
with HMO use data colecte in 1981 by the Deatetof Healt and
Human, Services.' Only 10 percent of the HIMOs reported more than

fiepraim cnrespe member per year, and only 6 percent
repotedmom han700hospital days per 100)0 member.,

The disparity between utilization patterns observed in military ad
civilian settings sugests that an HES could sustnial alter th., mil-

ftymedical use patterns. Unestebeneficiariee' and providers'
reactions to an HIS wes firt calibrated in a deosrtoenroll-
ment targeting under an IS would be subject t oedrbeucr
tainty.

ETAULISRING URLMNARY ENOLETTARGETS

While DoD does not have the data to siq~ort, the type of model out-
lined earlier in this section, the Air Pbte's PRISM provides data that

cosbe ansd to develop enrollmet tergets fu* a d srtobut tiot
fora itall to n IS. In Appendix C, we appaoziule
ths euaiions for DoD a t *obe sad hr three prototype facilities.

~et.3,our method inPW PROSM calculationus to determinie
m~hmntcaactis,0ift fted saag rmoupw "M calculates

desgedatf i ve the anobeent Utat). Our ealculatow do naot
b~~oft a PRIM's mobatwt, ad can, at best, be con-
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stalishing target. We alo indicate some uncertainties and their
potential effects. A well-designed dmonstration and evaluation pro-
gram could remove "M of these unetainties.

The first column of Table 4 displays our calcuations for the
estimated maximum number of enrollees that could be treated by mili-
try phyicims within each medical specialty. These figures rangs
from 2.3 to 6 million enrollee% indicating that the current mix of pro-
viders dfw markedly hom PRISM's desind mix. Since i in
som specialties substitute for those in others, these capacity figures
need to be viewed with some discretion. In general, the surgical spe-
cialtis appear to be in shorter pply thn the primary cam and
obttia services.

With such a wide rng of enrollment capacitie a resmonable target
is diflicult to establish. The estimated family practice enrolle cpacity
exceed0 the sex* of the entire catchment area population of approx-
imately 6.3 Million persons. Based oan th projWted adeqwuy of family
practice staffing one strategy miht be to enoll all beneficiade in the
catchent are and plan to purChase or contract for a significant
amount of cars, particulay in the surgical specialties. This stategy
wold require that, in both internal medicine and surgery, over one
million visite be added; in other worde, 17 percent of all visits would be
mp~e m visits

The second ad third columns in Table 4 show the amount of wip-
plemental care needed for a more conserva target of five million
enrolles. At the lower enrollment target, ecss capacity occurs in
famWI Pactcs TIk Uc capacit Oul p ntially be used to pro-
vide the moe i It fwad can in other pecialties such a internal

,drm'aol,, tnd alr. Them PWSM-based estrmts
Also indicate that the pediatric and ob-etscwac g wo-I- Iad• bo t t rod / work loads
cm be tw d wtbin the M , excepting only the most comple
cs lM witMt the iahon of some si e pelty work Ioa
in the hftl practic work lead ipmaa visit Iepresent ly
pimet ot the werk bad. Alle and ral o me ths ol sar
vies With lees thn half e "ePokty.

lapiles nede are noct Modle &a*tl i. PIIP is dMe at
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Tabb 4
ESTIMATED ENROLIZE CAPACTrIE USING PRISM MEASURES OF USE AND

PRODUCTIVITY: TOTAL ALL MIJTARY SR VCEV

Supplemental
Care as % of No. of

Max. No. In-Rouse Care Supplemental
Specialty of Enrollees (5 all. Enrollees) Visits

Family practiceb 6,772,655 - 26 --
Pediatricsd 5,323,683 - 6 --
Internal medicineC 4,485,000 + 11 309,000
Surgery 3,146,667 + 59 750,600
Urology 3,113,208 + 61 200,000
ophthalmologs9 4,626,804 + 8 36,200
Optometry 8,573,196 ....
Otolary gology 2,455,738 +104 465,600
Orthopedicsf 3,555,155 + 41 280,300
Podiatry 4,163,077 + 20 54,400
Dermatology 3,526,326 + 42 316,840
ob/gyndS 5,126,679 - 2 --
Allergyb 2,350,000 +113 --
Neurolog9' 3,850,000 + 30 --

Total suppl. visits 2,412,940

Percentage of all visits a

atiftem percent of all manpower is oversees and has been eliminated
from the analysis. Physicians in administrative and nonpatient care
positiomm are not considered. Civilian providers and physicians in
training are not included. Manpower figures coos from Vashington Read-
quarters ervices (1983).

bPhfyicim to aviation medicin msnd miderse medicine spmd half
timpe In ompatian care attivitle and half time in family practise.
All physiclan' assistants are ased to be In primary care. lndepes-
dent duty corpsmen are not included.

% ol f all. peditric god internal medicine care performed in Iffft
with fewer dwe 100 beds.

dNsrse practitomers are allocated half to pediatrics and half to
*/Mm.

eOf o w to"i -ait be treated by ophthalalogists, -"

o-ftirds by epemtrsm.

sbthee-qwver of the uwa led most be treated by orthseiAits,
a stee by pAeaszina.
Sawe sel iisre a m emed.
h,,..w as meaw pmsdsr facse re eme to $6,006 Qfollees

ad an somesm" murIi o inewwoomm -repse wesh 1ed
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into the calculations. Relatively little evidence exists to identify the
better asumptions, and good arguments can be made for alternative
behavioral responses. As a baseline for comparison, PRISM assumes
that active duty personnel use more than twice the amount of outpa-
tient care that comparable civilian populations use. PRISM also
assumes that active duty dependents use 30 percent more care, but
retirees and their dependents use medical care at the same rate as the
civilian population. The available data on retirees and their depen-
dents are the least complete, but there is no reason why the retirees
should be the only beneficiary group to resemble their civilian counter-
parts.

To test the effects of these asumptions, we studied how supplemen-
tal visits needed for different enrollment targets would change with the
behavioral assuptions. We considered two polar cases. Both
hypothesize that retirees and their dependents actually behave like
active duty dependents when enrolled in an MTF. In one cae, we
assumed that both groups use 30 percent more care than comparable
civilian populations and in the other that use matches a comparable
civilian population's use. The first case is consistent with the absence
of copayments, whereas the second would be expected with the intro-
duction of a significant copayment. More than double the number of
supplemental visits are needed for the first case in contrast to the
second. As a percentage of total visits, supplemental care increases
from 13 to 21 percent with a high enrollment target and from 7 to 12
percent with a lower target

PRISM was developed to establish desired staffing patterns and does
not consider sbstituailty among providers. Since we invert the
logic of PRISM, to ask about the capability of a group of providem, we
confront this omission. PRISM distributes utilization acros physician
specklts according to data on civilian specialty utilization that may
be inapmppiate for the MTFs The results in Table 4 suggest that
PRISM distrites a lar r portion of the prmary care work load to
specialists in interna medicine and pediatrics than would be consistent
with current M staffng patterns. We looked at the eec of
a about s in our three prototype filites, and
fund that more libera substitution could reduce the need for awle-
mental vift to oe-hal or even one-third ot the orginally modeled
ivebL. We asnnot comment on the advisality or aimqucy of a par-
tka spialy mix, but we pree tik YI to emsaph the
need hr botter lamA lo to ue in tauoft MN m pepaitim
and esdmt te M1 um m NWled tmem a em the Moues

We bma no w hw the m Weien pams amid
he Immupomnmad in a tuptiug asieL. Residents Impose a&dta
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responsibilities on a facilities' regular physicians, reducing their ability
to deliver patient care, but the residents also deliver patient care. The
net effect of the residents' activities needs to be assessed and incor-
porated into a fully operational HES.

Referral capacities could be incorporated into our method, once
accurate estimates of the referral work load by specialty have been
established.

PLANNING FOR THE LONG RUN

Carrying out the MTF-level calculations would provide the first step
in a series of analyses that would help determine the most appropriate
allocation of resources across MITFs and the choice of optimal number
of M1I' enrollees.

The allocation of manpower across MTFs can be assisted by noting
where particular specialties are in comparative excess and where they
are in the greatest shortage. (Since physicians and other providers are
paid different amounts across the country, this comparison should
account not only for the amounts of manpower, but their relative cost
in the private sector.) This should provide the first step in increasing
the efficiency of the available MiT? provider resources.

Next, this approach allows a direct calculation for the added supple-
mental care resources needed to enroll, say, an additional 1000 people
into a given M!17. In the PRISM environment, we again remind the
reader, only manpower resources are considered as constraints. In a
more complete model, space and other resources should also enter this
calculation. The choie of adding enrollees in the MTF versus non-
MTI plans can center on the added supplemental care (or providers)
needed versus the eosts of the non-MW plan. As MTI enrollment is
expanded further, more of the added care will have to be purchased in
the private market and, eventually, space and other resources will
become binding constints. At this point, the optimal enrollment of
the MTF will have been reached. But until the MTFs physical capac-
ity is aroahed, it will likely be eaper for the HIBS to enroll further
numbr of people into the MT, reducing non-MW enrollment com-

me-.
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VUI. ISSUES AFFECTING DESIRBIIY
OF AN lIES

POTETIALGAINS FROM AN ES
To assms the desirability of an lIES, DoD must consider effects on

cost, access by active duty and other enrollees, quality of care, effcts
on readines, operational suipport, ability to conduct special program,
and effects on medical training programs. Choices of capsyment, tar-
get enrollment, healt allowances and premiums, and the generosity in
providing resources all can affect each of these area of concern.

The potential gains fromi developing an HES arise in several ways.
These include:

* Bete basis, for planning and managing the MWF system
* Improved incentives for resource management.
" Enhanced quality of care.

We discuss each of then in tun.

Impr""e Paning a"dMngnn

Enirollment provides a basis for planning and for staff evaluation
that cannot menntlyexist in the curret environment. Nobody
knows how many people ane under the care, of any individual MTF
currntl. DES stimates of the number of pqopl in a catchment
area difs, from etmates of the service area population provided to us
by NT commanda. In many cases, the MItif- held more than twice
as many active records for outpatient care than DEERS assigned to
catchment sressL

In this emvironsat only one basis for planning and evaluation of
Perfonmanee is £sll-onsof activities, perfomed by the IT.
This, resource allocation in the military medical care systempu is typi-
cally drvnby historical activity loads. ITFs gain more resources by

recoring re visits, hospital days, phraetclprescripwtions

'Tbh Is eA au bil se ammos Iinisau at dos "u of the oil. aI Mt li n
w WNT. A~bliuy ms' iumomly kept in dou MWT usti IuAtve 1ai tu or
dm--; md wn **a hs wW wb
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dis~nsd, etc. The incentive structures imposed on MTF commandes
are incompatible with careful and well-reasoned delivery of car in an
efficient way to the widest possible population.

We do not believe that the MTFs are (necessarily) poorly managed
at present. On the contrary, we observed considerable evidence that
MTF commands respond in their decisionmaking to the incentives
posed to them. And we anticipate that, if faced with different incen-
tives to care for a given roup of enrollees, they will be able to respond
equally well.

In addition, evaluation of hospital commanders and their staffs
would become much more direct under an HES as we have proposed.
Basically, each command would be endowed with the same matchup of
resources and enrollees. In this environment, appropriate measures of
MTF performance abound. Do patients willingly enroll? Is the turn-
over rate of enrollees low or high? And similarly, within any com-
mand, the task of evaluation of individual providers should also become
easier. Under the current structure, both commanders and their staff
are evaluated on the basis of visit-counts and comparable targets.
Unfortunately, clinic visits, prescriptions, hospital days, and procdures
are not the desired final product of a medical organization. Rather,
these activities are inputs into the process of healing sick people and
maintaining the well-being of healthy people. The Proposed HES
refocuses the organization to thes tasks, rather than providing incen-
tives to maximiz the numbers of reported visits and so forth.

Patterns of Medical Care

One can readily observe the loeal consequences of the current sys-
teL Although we gathered only informal indicators, we feel confident
that a more formal study would provide similar indications of how
current MTF staffs have responded to the present incentives. For
example, we were told in the MTs we visited that a customary length
of stay for a normal obstetric delivery would be four or more days
(looking across the res of hospitals we sampled). Current practice in
the private sector suggests that a two to three day' stay is apprOpriate.
Similary, we found Ponsiderable variation in the rate of revisitation
suggested for patients under treatment for chronic illm (such se dia-
betes or hypertension), somtimes with such revisits occurring monthly
for a patient under stable control. This rate exceeds common civilian
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practice. The prescription rates we observed commonly in MTF facili-
ties appeared also to exceed civilian rates by large factors.'

It is possible, of course, that the extra medical care provided in the
MTfs produces higher quality care than the civilian sector. But the
evidence from Rand's Health Insurance Experiment suggests that little
if any extra health is gained from the additional visits consumed on
full coverage insurance plans. And each medical encounter also runs
the risk of hospital-based infection or other treatment-related disease.a
O)n not, the casual evidence we have been able to gather in our visits to

MTFs ugpets that a different style of medical care would emerge
from an HES--one with more appropriate attention on the patient and
less on the production of countable medical encounters. This may also
induce better patient triage systems, such as commonly found in civil-
ian HMOs.

Enhanced Quality of Care

Quality of care should also rise under an HES, if for no other reason
than an improvement in continuity for some patients. As our evidence
in Sec. H shows, the amount of "crossing over" between systems is sig-
nificant, but not as large as anecdotal evidence might have suggeated
Nevertheless, the enhanced continuity arising from the enrollment pro-
cess should, if anything, increase quality of care.

The other side of the quality-of-care coin is the likely necessity for
MTFs to rely more heavily on contract, rather than uniformed, provid-
ers. Our studies have convinced us that the mechanisms in place in
the MTFs now to monitor quality of care and individual providers
could function well in the HES environment.

2Dsmmim the prsfin rat e p ma . tre-tId pw 3mw in the MTh i aft
Intwafl pouae of amn, - nobody kno. bow my pa*at ae b tead
But we commonly obmved pmuptiam ts w high a S to 12 pw per pue m
tht to 11w in the mtmesam Sin. ndlafleant number .r pum.. wt , em
eabmut ae nemw w thb MW hr cr (am Se% ID, thm. Ma lik n s t0e
mm r a flled v MO w"O. Of us, thu qoPsent hiG* me ofAL.. &WaRY implat dat the patient lod in = W ancu thkat own in
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STUDY CONCLUSION: AN HES DEMMONSTRATION
IS KMITED

Thee. and other considerations suggest to us that the potentialgas
* from conversion of the military health care system to an HIS offer

enough promise to merit further study and analysis preferably includ-
ing a deostration or eperiment. We cannot know until more ev-
dence is in whether the potential gain more than offset the potential
and predictable costs, but we also recognise that a dmntainMay
fail where a Aflyiplmne system would succeed.

Further, there can be no definitive statement on the desirability of
the HES concept without qseifying the HIS structure more com-
pletely. For many of the issues further study as needed before making
apprcprit choices. We feel confient, however, that the gains that
could emergs from an HES make further study desirable. In consider-
ing an HIS, DoD) must make a number of derminations about orga-
nizational structure, cost, and equiy/efficiency tradeoffs, We cannot
make such judgments for DoD, but we do provide evidence on how
important such decisions appear, and we soasss (crudely) the come-
quences of several prototype choices.

BySTEWIDE COSTS OF AN lES
Our analysis snugets that fear critical vairiables will alter the total

costs of an HZS greatly. The crucial chece hohkxr.

* How many people should the MTFs enroll?
" What copayment stractur shoud the nonactive duty enrollee

face?
" What health allowanc should be proviw to enrollees?
" What insurance premium should. sellees Pow?
" How should resources be added to .MI~h as enrollmenit

changes?

We have noted that the target enrollmat specified -hr the M?
system could markesl aber "h sysem's towa cost end smsa 'we
dus "ehe in Sec. VI our studies ft akwmil ways tA o& ee tetare

We have also peoviid ovwsl a e. M abot the cost 0Mw
quesm d varnce copaymwt plims An nomactive &* Ihe, M -MAIsL
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Before increasing the target enrollment for the NW system one
must consider eventual firm imts that will be reahe at eaCh MT".
Inpatient bed capacity represents one eventual constraint, but it is

capital constraints, eg., ambulatory clinic sce, may be hirly bing
but thes can be augmented more easily through temporary quarters or
rental of commercially available office space, or through expansion of
outlying clinics under the control of MT~s. Staff constraints may also,
be important, particularly wih the Congressionally imposed restic-
tions on overall military auhrztosand civilian emlomet Con-
tracting for provider services provides one way to augment staff eve
when such constraints bind. And finall, adding more patients will
always require additional "consumble msues, such as x-ray Mfuu,
food, pharmaceuticals, bandages, and disposable equipment. And
within mosft (if not all) Mes, suplmental care must be purchased
for those services that the M cannot provide

Pach of these possible constraints (possibl excepting inpatient
capacity) can be relieved b~y spending more money, but we cannot

meanngfllydiscuss increases in the MTF patient load without also
talking about the level of additional financial resoures supplie to the
MW7 for each additional patient. At a minimuma one could supl the
"consumable." with any difference in demand from the new populaton
bufere through queuing byr patients, greater work adort by providesm
or changes in the patterns of med"a 1practice allowing mooe patients
to be seen (on a long-term basis). In subsequent simulations, we will
describe this as the "low incremental wb.t' plan.

Alternatively, one could prowd moeCompee financial soppaw for
* added patients, ranging eventually to long-run incresmnal cwe of nw
* patients. Eapanding MW enrolment wit ok makig ro e a s

described in subsequent simlations ona whH bnuWn hm

We ane now In a position to simulate the total codes of mliM awd
to howhowinvt"Mavetsof an HEB Vay aim wMO * feetl-

* afecingdecisons. Our puqpos hee dooSi t sm~u
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address how the assumed choices affect other important outcomes that
blend together to determine the desirability of an HE8.

To assess, how these choice affect total HES costs, we have con-
ducted a simulation, bringing together a variety of data from different
sources. Briefly, we have used data from Rand's Health Insurance

Exprimntto predict the costs of providing care under various
insurance plans (Moi coverage, 25 percent copayment with a cata-
strophic cap, and a $260 per person deductible in 1964 dollars). Thes
data show total costs and inurer costs on an age- and sex-specific
basi for these plans. We then asem the adz of people most likely to
enroll in an MW, using historical data on patterns of use. Costs of
the non-MI? enrollees are calculated by combining these two sources
of information. Appendix D provides the computer program used in
this simulation.

We presume in makin this simulation that those persons now using
the civilian sector would continue to enroll there, and those using the
MWT system would continue to prefer enrolmbent there. As we expand
MIT enrolment, (paaetialy in our simulation, we first 4 enroH'
active duty, then those nonactive duty persons currently Oqtmd-
enrolled' in the MIT?, then those prdo Itl using the M'I'F, then
those p1edminntl (but not exluI-vel) using the civilian secr and
finally (as M target enrollment expands suifficiently) those persons
now currently using the civilian sector alone. This exercise is carried
to this extreme, only to point 6ut bow hr enrollment at the MT~s
would have to expand to reach that VOWp of people not cureently asfn
the MI'? system at all As we 'enroWl esub of these gro ups into the
WW' in our simuation, we ue the observed qe/e mix of the nonac-
tive duty population (machd to estiated costs for each of those
piops) as a basis for calculating the adilod nom-MI? health costs to
DoD.

ITe total eoft under each insaw-splon. wo etbued from ori*
ad Reaft h asse Bzpsrmeui fibs. SionoWy we eelcWdasd the

dww plma4 Naurafty -tho 62uI. pih~ 10* 1ees was vpAdby
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cost cosqecsof providing this caatohcprotection are not
large, as discussed in Sec. M.) We a4uistsd total expenses on the two
copayment plans by the 82 percent factor to estimate the actual costs
that would be incurrd by DoD to providle such insurance coverage to
non-MWbmeinals

To these costs, we add costs of operating the MWT system We
parmeticalyvary the nume of persons enrolled in the MW. As

we increase the number of enrollees, we add to the MW7 budget to pur-
chase additional resources and supeetlcare. (Other parts of the
MWF budget do not vary peatly with patient load includi nupment

replcemntfel, electricity, Janitorial services, etc.). Our low incre-
mental budget dos not add new staff s more people are enrolled in
the MW. This represents one extremne choice that DoD migh make
(albeit an unlikely one). In these simulations, we add $60 per enrollee
per year above the assumed base-case enrollment of the Mrs.

In the other case-the AAl incremental budget-increased ssumed
enrollment causs dollar budgets to be augmented by the average vari-
able cost observed in the military health care system ($360 per person).
This is the most pessimistic savsution, we migh make regarding
overall cost of the ES; it assumes that no eMcismcy gains ariae fom
the change in structure aid incentives.

In all cases, we must assume sow base level of "equlval=t AM
activity This choice must necssa*l be arbitary, since the true value
cannot be observed. We have selected hur million persons for our
base case simulations. The porntrait we portray is nat smmsitive at all to
this choice~ althoumh (of couis) lndivlkul numbers do vary as we alter
this asnumptlin Our purposs, recall, is to show how costs vary wit
deeeloms, about the strustus of the MIS. For these Purposes, our
umqntim abeto unt e~swkolot nvollmt! as not criticaL

Thethid araistr e vryin the simulations isthe *nst pre-
minus chargd to HUB siollm eany health sllawance provided
minu any pshMLm charged to the aroLs If the health alOMee
Is postve and na premium is charged the net prmium is gpAR -i
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Met. I ruM bae"e ISCM4uis4 positive Of .oatus, a &A"V
absive tim psamum or health aSllpwftfee aton!u al "0 Tow W nq

#M I bsms~slq vla (mod"v *uA mb1 %106 "0110%ps for p~)
atethed * 691Pem Of D. W* Iqushee athe se*e ota
An pppro qlss. $10 ow (to* 0piekbts "am =0

p~) ee mtbe ahed yAbusg that ig"tla pIu 1W "
geesaf e r ~ ~ i4se.~mz m te md adrn in
the memative ** *Vmkit., aN IW " $1lws.sB iine



We provide tables, each with a number of entries specifying total
MSB costs (in billions of 1983 dollars). For example, to determine the

cost of one possible HMB co- gra-n consider the cme of a 25 per-
cent copayment, with five million people enrolled into the HMB, under
the assumption that ful incremental resources are added as enrollees
are added, and that a net premium of $100 is charged to the single
enrollese. This -omi-aio (25 percent copayment, hOgh irmatal
budget) is shown in Table Ob. At the row for $100 net premium, for
five million enrollees we find a predicted total HUB cost of $6.4 bil-
lion. Similarly, the simulated cost is $7.3 billion for a full coverag
plan with no premium and no health allowance (net premium is zero),
with four million MITF enrollees, and the low incemental budgint, as
shown in Table 5&.

Theme simulations assume that no private insurance is held by udi-
vidAns enrolled and therefore that no benefits are poid by private
insurance. Uf such Private plans do pay beneft total HUB costs fall
dollar for dollar (assuming the privat plans legally must be the pri-
mary payer). Thus, the data in these tables could overstate HUB costs
by $0.5 billion to $1 billion or more on somee plans, but the incentive to
continue to purchase that private issurance vanishes under many
potential confi-gurations of the HUB embodied in them table.

With this in mind, we can e how wall the simuations track actual
experience in FY63. For the curruat iatsM the copayment structure
facing be neficiaries, is a mixkw ae o espaymmst (in the MTfs) and a
20 parent or 25 peeescpayeaft (in CHAMU). The current
*net premium is mse. Akbouqh we cat know with certainly, the
MUSAn number of equlvalmt' suefe is probably Au 4 to 5 mil-
1cm Using a 4.5 =85lim midpoint, the total coste simulated in 7W"le
5mad 6 (orfuMlws i amd 25pent copsymt) are $6.9and $LI
bill., uueslylv Meal cmb of "peating the WMY in the Corn-
tlmntal Unitd Stie phA= CHAMU os~ w about * blflh. and
$1.2 billion (y islqv*), be a tota of $3 bills. Thus, te ealw -
tim nubr I *FP to I* at b"es EV4W on tigt Mhe doen
bWow astim id- "multe be. fmv m i r Wy the at
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Table 5

ULUSTRATIVM COTS FOR AN H& LOW INCRMUINTAL DUDOIT

($bmom umS

Net

Premiumb  Millions of MY Enrollees

($ per
Enrollee) 4.0 5.0 6.0

S. Zero Copayment Planc

-200 $8.6 $7.8 $7.1
-100 7.9 7.2 6.4

0 7.3 6.5 5.7
100 6.6 5.8 5.1
200 5.9 5.2 4.4

Sb. 25% Copayment Pland

-200 $7.7 $7.1 $6.6
-100 7.0 6.S 5.9

0 6.3 5.8 5.3
100 S.7 5.1 4.6
200 5.0 4.5 3.9

Se. $250 Deductible Plwa

-200 $7.5 $7.0 $6.5
-100 6.8 6.3 5.8

0 6.2 3.7 5.2
100 3.5 5.0 4.S
200 4.6 4.3 3.8

La incremetul boget adds $50 por p oi per y ar
for *e erolle bepoad 4 millie. perma".

%stprepa (praim -bealt- # Imame. por pen=.See h,. zIU for a1.tsdie~dstoa.
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Tab" 6

1LLUMWATWVR COMr ICR AN IM FULL VUDCK RWAL BUDO

Not

Premiumb Millions of MTF Enrollees
($ per

Enroll**) 4.0 5.0 6.0

6a. Zero Copayment Plat&

-200 $8.6 $8.1 $7.7
-100 7.9 7.5 7.0

0 7.3 6.8 6.3
100 6.6 6.1 5.7
200 5.9 5.3 5.0

6b. 25% Copayment Pland

-200 $7.7 $7.4 $7.2
-100 7.0 6.8 6.5

0 6.3 6.1 5.9
100 5.7 5.4 5.2
200 5.0 4.4 4.5

6c. $250 Deductible Pl a n e

-20 $7.5 $7.3 $7.1
-100 6.6 6.6 6.4

0 6.2 6.0 5.8
100 $.4 5.3 5.1
200 4.8 4.6 4.4

'u11 icawwpa .*W04 &&b $.50 per prsem per year
for sack mjlee, bL 4 allUan paems.

-Cpn~- be.11l* alu.mse) par pae*s.
eS. U! .9r Io 4Saeiesa .sum,

%~aU eovefdam for bfi* tun gentowe few omactive duty
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of the entrl issues would be needed before the most accurate possible
cost predtion could be made.

While these tables address the issue of costs only on the surface,
they allow considerable intuitive exploration of the consequences of
various HES configurations. For example, consider how one could
assess the consequences of introducing a 25 percent copayment, rather
than a full coverage plan for nonactive duty persons. We will assume
that four million people are enrolled into the MTFs on the zero coin-
surance plan and the net premium is $100 per person. Overall costs
would fall by $0.9 billion (e.g., $6.6 billion to $5.7 billion, taken respec-
tively from Tables 5a and 5b). The costs fall both because of lower
utilization by nonactive duty persons, and also because part of the
financial burden has shifted from the DoD budget to nonactive duty
individuals.

But the lower visit rates that we could predict with such copsyments
allow additional enrollment into the MTF with the same resource base.
Roughly, J total enrollment is four million (1.5 million active duty and
2.5 million nonactive duty) with zero copayments, then introducing a
25 percent copayment should cause patient demand to fall by 12 to 13
percent (arising from a 20 percent decline in demand for five-eighthe of
the population). This would allow expansion of the enrollment to
approximately 4.5 million without adding new resources. Interpolating
betw data points shown, this causes the simulated cost of the HES
to fal to $5.4 billion (interpolating between $5.7 and $6.1 billion in
Table 5b). Thus, the net effect on costs from introducing the 26 per-
cent copayment would better be represented by a savings of $1.2 billion
($6.6 billion vs. $5.4 billion). This exercise, in effect, holds constant
the work load in the MTF, by ajuting the tarst enrollment up as use
per person (nonactive duty) falls in response to the copayment.

The increased financi load on nonactive duty persons aising from
this intoduction. of a 26 p cnt copayment (with cattmphi cap)
my be viewed a unaeptable without providing an offiettng increase
in the health ailowa.. Thi coat emequ eeI of ncresing the
health allowance (i.e., decreasing the net premium) are found by mov-
lng up the relevant coumn in Table 5. T hu. fe examle, DoD
miht ehoose to offset the 25 percent capayment with a rdaction of
$100 in the ut pemkm Tle cost to DoD would thm incrmae rom
$5A to $6.1 billion, still $0. billion lowue than the with ws ea-
raaeo proemt sod a no premum of $100 pw enrolle Thns, the

SUndul.mM q -cs of providing offetting paye t ca be mned.
e em for recruiting and nIo, ad th Usining co t

--nsqumm of the d .ent knovr in to adie d fbre. M"
be em rn m I wit flusaief than the iammemdtl budget costs.
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We have not asmsed the financial implications of copayments and
health allowance combinations beyond the health care system itself.
Formal models of retention behavior could estimate the consequences
for various combinations of choices.

Similarly, the decision about how rapidly to add new resources into
the MTF (as enrollment targets change) can also be assessed. To con-
eider but one example, suppose a 25 percent copayment plan were
chosen, with zero net premium, but that 5.5 million people were to be
enrolled into the MTFs. If resources ar added to the MTF at the full
incremental rate, then the system cost (interolting between two
entriesm in Table 6b) would be $6.0 billion. By contrast, if the low
incremental budget were used, the cost would be $5.5 billion (interpo-

Slating between two entries in Table 5b). The decision to reduce costs
by $0.5 billion would, of course, imply increased tightness in the MTFs,
longer patient queues, greater delays to appointment, les availability
of medical personnel and other resources, and (presumably) reduced
quality of care. A carefully planned demonsttion would help DoD
understand better the implications of such decisions.

t

CONCLUDING SUMMARY

Enrolling DoD health beneficiaries into an HES offers promise of
improvement in a number of areas. With a clearly defined population
base, planning and mangment in MTFs should improve. The incen-
tive structure under an HFS should also promote a better focusing of
care provided, since the incentives will point toward care of patients,
rather than accumulation of counts of activities. Quality of care should
increa, if for no other reason than from enhanced continuity of care
for the population currently using both MTFs and CHAMPUS care.

The fina dabit of an HlES amot be kown completely from
existing data. How the altered inentives il chmp patter of mdi-
cal treatment and use of care must be aowed in a d I istoilom
befom the actual outcme could be uadmtood.

Befo an HS could be used mivleruly in DoD, the sem - mst
be specified more completely. This wotld Inckd choice of cops-

-wts p o b-- he alloumma, tart mumt imfo
the Ms wad the Me at which mw funud we edded to te MW in
rspame to Ieesed smeuoL



VMI. DIMENSIONS OF AN HES
DEMONSTRATION

DoD does not posses sufficient information to structure an 1138 for
ful benefit. We have concluded that a Idemonstration of the HES con-
cept would allow DoD to better evaluate the conicept, allowing impor-
tant deepg parameters to be tostoed before any final choice is made.
Such a dmntaonshould be carefull designed to provide vat; ation
in the important caatiscsof the HES, and data gathering should
be anticipated to answer questions we have been able to address only
paray.

A dev-monstion adequate for resolving the remaining questions
would take a year to plan. Ech site should operate an MS3 for two
years, with data for evaluating the hMs being collected during the
second yea and final analysis of the dmntaio taking another
year. The number of site would depend on the parameters to be
varied. Of course, the sites should include a spectrum of M77s.
Several sites within the same geographic region should be included to
test systems for transferring patiesnts among MTFs. To moply
answer to questions about the feasibility and desirability of an MS3,.a

demnsratonshould var.~

1. The targets for MTF enrollment, given the MAW resource
levels.

2. The net premium, after subtracting any healt allowance.
3. If dselr4 the copayment level.

The sins should be added to tfe diWntaln aequstlaily so that
pimnniag for succeeding sites can reflect the entailmsent responses at
the fin*t sltw We mplect that the beineficiaries will alter their enrall-
ment choices in response to changps in the aet prmidum. Mhe net
enzaliment taet hr that site but, until the first sites a*e underway
and Yield data onbeeiir OPMt ntohulvs

Evaluaton of the demnstaIon shudmonitor the following:
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1. The beneficiaris' enrollment decisions.
2. Medical care utilization by specialty and by diagnostic and

procedural category in MT? and non-MTF plans, including
supplemental care for MTF enrollees.

3. Third-party insurance held by participatn families before,
during, and after the demonstration, and the effects of
changes in third-party coverage on DoD costs.

4. Productivity of MWF resources, referrl patterns, and treat-
ment patterns.

EXPERIMENTAL VARIATION IN A DEMONSTRATION

We were unable to answer finally the question of whether an IE
would be desirable because we could not determine how enrollment
decisions and medical car utilization would vary with the conditions of
the IES. A demonstration that did not vary then conditions could
not necessarily resolve the desirability issue. At a minimum, a demon-
stration should allow its evaluators to observe the MTFs operating
under different resource constraints and the beneficiare making
choices under different financial incentives.

Lrn of uN Target Population

Significant vauiation in MW7 target population should be introduced
into the dmonstrations. Improved planning models can be used to set
a base target, but such models must be calibrated against actual activi-
ties in the MTFs. Thus, some MTFs should be faced with targets sub-
stantially geater-perhaps 10 to 20 percet-than the models aum
they can hamdle with their resources. Similarly, some M!T1 should be
taeted 10 to 20 pMent owr than the Models sumst We offr the
10 to 20 Percent rmne of varkion only as ani ezanp. The actual
vastion in a de- -mostaion should be basd on a more detailed
Inetion of availab da on W and civilian HMO provider pro-
ductivity than we cwld make.

WlaelalIaetlves TO l

]k Se. I, e 4 the tyes of t that w uld at--m it nthhm elm changed ia the MW qstem But the miy pa-
peu of the 118 is to Intooe &=m. Tbmn, i =uMd ablso qpear
dbdi. to We8%h! a Ie of fifUsla lsestimw to Join the MI
(a Sa I pi n&m abet the net p4m per pr (t
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discussed in the simulations of Sec. VII) should vary in the demonstra-
tions. Since the net premium could vary family by family in a demon-
stration, nothing prevents DoD from achieving considerable experimen-
tal variation in the net premium structure within each demonstration
site. If so desired, the beneficiaries participating in the demonstration
could be compensated with lump-sum payments if they are given a less
desirable financial package. Again, further design is called for before
the demonstration is undertaken.

Particular attention should be paid to the types of persons choosing
MTF enrollment. Modeling to predict enrollment, such as begun in
Sec. II, should be based on data gathered in the demonstration. And
the medical care used by MTF and non-MTF enrollees should be mon-
itored to learn if our (crude) predictions about patient load and patient
mix would continue to stand up under the more complex world posed
by the demonstration HES.

CovWayt Levls

DoD may also wish to experiment with different copayment struc-
tures in the basic plan offered during a demonstration. We would
plae lower priority on this demonstration feature than others, how-
ever. Considerable scientific and experimental evidence already exists
to show the effects of copayments on health care use (Newhouse et &.,
1981). Attempting to replicate that information in an HES would
confound understanding of other important design issues. Thus, DoD
should carefully consider whether existing studies would suffice for ini-
tial planning, despite their not including military persons in the sam-
ple.

If a single copayment level were chosen, that level should be greater
than the current level of zero. Introducing a sigificant copayment
would allow verification of the sumption that nonactive duty benefi-
ciare would respond as civilian users do to copayment and would pro-
vide experience in integating copayments and transfer payments for
MWT referas

CHOICES OF NON-MTW INSURANCE PLANS

DoD would likely wbh to dovelop an entire set of alternatie non-
MW7 p lmm whee and If a conplete HIS apmte- Howem, during an
interm dmoessztl a mos simple choice might be usefuL DoD
should Inv es the oportumty to use the FEHBP sysm as the
Momnat*e inanse pla t for any demonstraonw of an HIS. Te

0 __________________ __________ ________
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only changes needed would be modifications of the contracts held with
certified FEHBP insurance plans and HMOs in the areas used for
demonstration, and these changes could be limited in duration if
desired. We would anticipate ready agreement from private insurance
carriers and HMOs to participate in such a demonstration, particularly
if the prospect arose of a larger, permanent relationship between the
lIES and such carriers.

DoD will need a mechanism to administer the basic plan during a
demonstration as well. Two choices are open. First, CHAMPUS could
set up a special section to administer this system and use the demon-
stration period to gain experience for any permanent HES. Currently,
CHAMPUS administers two insurance plans--one for active duty
dependents and another for nonactive duty households. Administering
a demonstration basic plan should not prove difficult for CHAMPUS if
given sufficient time and resources. The alternative would find DoD
contracting with a private carrier or administrative-service-only firm to
administer the demonstration basic plan. This choice would seem
more logical if DoD planned toward an eventual private administration
of the basic plan in an HES (as the current FEHBP system is admin-
istered by private companies and supervised by the Office of Personnel
SManagement of the government).

ORGANIZATIONAL AND FINANCIAL PLANNING

The HES concept relies on a system of transfer payments among
MTFs, providing both the transfer of funds when one MTF provides
care for another's patients and appropriate incentives for MTF com-
manders on both sides of the patient transfer. A demonstration should
evaluate the feasibility of creating a transfer pricing scheme with the
desired incentives. If DoD or each Service wishes to emphasixe the
value of nsferrng complex teaching patients to medical centers
within the MTF system, then the transfer payment system should pro-
vide appropriate financial incentives for such transfers.

Several financial changes must be put in place before demonstrating
an I E. A mechanism to provide for and administer the replacement
budget concept must be developed. For full effectivens, this budget
must flow rapidly and automatically to MTFs, even after sudden
cem e in mannin levels. (For example, if a Naval MTF loses an
orthopedic muron and supporting staff to an airraft carrier, the
rbudget must provide sufficient funds to replce the ser-
vices rendod by that physician and staff.) Rule must be set in place
the etablith the conditions, for replaing the person on a temporary

......
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basis (the lower cost amount) versus purchasing the equivalent services
in the private sector (a higher cost amount).

Similarly, a reinsurance plan must be developed, protecting the
MTF against unusually costly patient& We view the proper design of
this reinsurance scheme as important in preserving financial incentives
for MTF commanders and staff. A plausible basis on which to admin-
ister the plan is one of accumulated expenses on each patient: Cata-
strophic expenses to the MTF (e.g., above $25,000 per patient) would
invoke insurance payments. But this plan requires some basis of cost-
ing out current care. The same system used for transfer payments
seems appropriate.

Similarly, charges must be determined for services rendered in the
MTFs. One scheme would establish a copayment structure comparable
to the one faced by enrollees in the basic fee-for-service option. For
example, if the insurance plan required enrollees to pay 25 percent of
all costs, subject to a catatrphic cap, the civilian market will provide
the set of prices for each service against which the copayment will be
assessed. To achieve comparability, a similar set of prices must be
employed in the MTFs and MTF enrollees charged the same 25 per-
cent. Again, the system designed for transfer prices could be employed
as a basis for charging patients. An alternative scheme would chap a
flat fee for all MTF services, as civilian HMOs do. This second
scheme is easier to administer.

Under either WIT pricing scheme, DoD would maintain NW prices
equal acroes regios (or nearly so), providing extra incentives for enrol-
Iees to join the MTI in those regions where local care was extremely
expensive. And in contrast, in those regions where local care was rela-
tively inexpensive, more enrollee would choose the civilian option. On
net, this should provide DoD with useful information about cost-
inimizing transfers of resources across MTs.

DoD will also need authority to administer the health allowance, if
such a mechanism is employed. We believe that the health allowance
usefuly serves two purposes. It resolves problems of fairness (dgrada-
tion of benefits issues), and it provides a mnagment tool to help bal-
ance demand and supply for M7rs. But the latter function requires
some DoD fleibility in administering the health allowance. Thus,
enabling legislation for the health allowance should include a band of
allowa"e paynmts from DoD to enrolles, constrained at the top end
by oven budetary concerns and at the bottom end by miniml "far-
nes paymnts.

.f_ _ _
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DATA SYSTEMS

No HS could opMrate well under existing data systems available to
the MTs and to DoD. The system cannot track individuals sum-
ciently well, and many MTFs cannot usefully Pin access to tbe current
DEER system Before a demonstration of an HI could been opera-
tion, each site used as a test would have to have in place a functioning
enrollment system. While a manual system could probably accommo-
date single-site demonstrations, a much preferred choice would intro-
duce an interconnected computer-based system linkin together the
enrollment information of each MTF and the central non-MNTF enroll-
ment authority.

The most logical basis for such a system is the current DEER8 sys-
tem. This system would have to be augmented in several ways to per-
form the functions needed for an HS enrollment. First, it would have
to incorporate information about plans in which individuals were
enrolled. If individuals reenrolied in a different plan, the system must
adjust automatically and immediately, and similarly if individuals relo-
cate and a change of plans is required. (Some non-MTF plans will
offer national coverage, and no reenroliment would be needed. Such
plans will likely prove popular among mobile familie.)

If the HES plan allows c y tk and if there is a charp for
premiums, then the system must accommom information about accu-
mulated payments by individuals. For example, if the plan chosen has
a 25 percent coinsurance mi*Jt to a 5 percent of income cap, then the
enrollment data system must provide information about the income cap
and must accumulate annual expenditures to be sure the cap has not
been exceeded. Depending upon the financial collection system chosen,
this information must be provided to the MT7 at the time care is pro-
vided, so it can collect or arrange for the appropriate treatment of
copaymentL If care is acquired off-ite, the system must acmmodate
any payments made by the patient the (and determine if they accu-
mulate toward the expenditure cap). These systems are common in
commercial insurance plans. It should be possible for the DoD to con-
tract for development of such a system or incorporation of theme con-
cepte into DEEM, if copyments, ar used.

The demonstraio site MTs also should have installed all
TRMIS data systems and automated UCA and USM systems. Early
in the planning stages, the data mnagment schemes and reporting

a mbedded in them system should be evaluated for their abil-
ity to support an evaluation of the dmosrton
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AN ALTERNATIVE CHOICE: PEHASED 2MLMZT7ONI

As discussed in Sec. 1, if DoD has concluded that the concept ofman
HES is desirable, then in lieu of a emntration, DoD could prceed
with a phased implem1 entatio of the HIM. Hence, we wish to point
out the stups that DoD could take to proceed with phased Imlementa
tion. As will be obvious, these steps largely replicate the activities that
we feel necessary to undertake before a realistic demontrtion Of the
HES concept could proceed.

*Augment DEEM to provide capability for carrying furthe
information about individals (such an insurance plan chosen in
an HES) and accumulation of expenditure information by fasmi-
lies in case income-related copayments or catstrphic, Caps are
chasm.

*Establish mechanisms in MTFs for collection ofcpymn.
* Deis a formal model for determiin population-based utliza-
tion ratee.

*Develop capacity measures, for individua MT7s.
*Devise, improved contracting forms for suplemental Care.

* Develop a system. to provide rpae ntbudgets for MT..
9 Develo a system to provide a reinsurance system to replace the

current ad hoc "unfunded ruie nt"system.
*Develop a set of medical care, prices that could be used (a) for

inter-MTF tranfers, (b) for sharing agreement with the
Veterans AdWitain c for billing civilian ineurers if
Congress so authorizes and (d) to provide a basis for charging

benfiiaresif copayments are chosen.
*Rela civilian hirin restrictions

Some of these step would prove desirable for efficient and effective
operation of the hIT? system eve as currntiy designed.



Appendix A

TECHNICAL METHODS USED TO ANALYZE

HSU$ DATA

T7E DATA SOURCE

The data used in this analysis derive frem responses to the HSUS, a
pretst, Itl-amnted air svey condacted byv the DoD) during smm-
-ar 197& Respondnt. reported their household and Windlu
charactist iice s of the vrespomnme date, their atttudee toward sources of
health care, and their ambulaoy and Inpatient utiiztion dudin the
preceding 12 month.

The survey was hAited to a simple random sawN~le of all active
duty personneL military retirees, and .mlvvora of deceased military
personnel residing in the Contimental United State.. Nearly 6600 mar-
vey instrumntsfl weoe vmied ylsla approziately 4500 wub"
respm

Easch response included data "e oub for the military sponeo Oif liv-
ing), but for all of his or her dmpaemb~t who umr eligibl for MMS
Care.' Thus, the usable rwmscoume about 11,00 eligible indl-

A previou sudy (Office of Fisamlug sad Policy Aalysis 1979)
compae the HSUS dWIgrMPi Du wth tbhe.fom an alterna-
tive data suce. The HSUS sa-mplecomtims a slightly higher propor-
tion of active d&ty spmues and a @Nihtl smaller Proportion of active
&st mingles than the Alternative dmi a m 1,c The JESUS sample also
contains a Slightly sumele proportion of respondents frwm the highest
incm p n ups anmd logw bullie s p to he sligtly over-

rereene in the 118W sample. The idseme a sadM enough
ovwa to ageht that tdo JSUS sampl is Wrly Mepresntatl of the
t"ta W7S 108adier1y POPWWMltc

7%hey Am mhes d i amose of heat mae a smiltay, civilian,
vslme WA won 4UAL PdU Helm onse or Nthr. some

%m Iwb t "Made mm as tums 0am 1 k-AA a mn esn .. &- - ------kj
U~Move.

, MWIMM 101 Oft



112

questions asked respondents about the source each family member gen-
orally used for treatment and advice, and other questions asked for
sources actually used for visits and inpatient care. Though we have
not directly compared these data with alternative information for 1978,
the HSUS responses appear internally consistent and similar to what
would be expected on the basis of health care and expenditure patterns
seen in other data from military information systems. We believe the
survey responses on sowce of care are reasonably accurate and
representative.

The HSUS data possibly understate levels of use, especially numbers
of ambulatory visits per capita. Incomplete recall is one likely explana-
tion. Lacking comparative data on 1978 MTF and civilian use levels,
we could not test the hypothesis that recall error is randomly distrib-
uted with respect to eligibility categories or sources of health care.
However, comparisons among the eligibility categories and sources of
care showed no signs of anomalous results; for example, the data met
our expectation that older adults would have more use than younger
ones. We have designed the analysis of utilization data to yield valid
conclusions despite und rting, provided it is randomly distributed
among individuals and sources of care.

After examining the HSUS data on te of ambulatory visits, we
declined to use them in the analysis. The survey asked rspondents to
categorize visits as "regular, emergency, obstetric, or other." Though
sensible patterns are seen in the total visits data, we could not discern
patterns in the individual type of visits. We suspect that respondents
found it diffcult to distinguish among the types of visits (eg., is a visit
for an infant with a fever an "emergency" visit?), and may even have
found it difcult to enter the dat correct, given the physical layout
of this section of the survey instrument.

SAMPLING FOR ANALYSIS
Analysis was dme on two type of obsrvations. individuals and

houebold or family proupL In both ty"e of anaLysi, obso-atom
weae diloted if my of the following oecured The %=ome*r military
staus was missing, data were coded for the sposor but his stats wu
coded as "dueoeWdo theaily zeI &edore than one spwve, or
thm was mm tha m po m o n@ i mly* m th m a ais l stam did
not hdica both sponsor adq pous being military members. Records
with m~ief -,"-mh to vomWu .sdm weve dlo dbA 0dI, me tOis
meld hme buen lo hAi wfth chUm n that am malesd a
. r.. .spo e - 1 baehoilds bemue the bildlemr' 1se1d hd



missin relationship codes. Th original data file had 11,970 individua

records, and the above criteria limited it to approximately 11,80 per-
sons or about 4 a mili (the vast mjority of deltionsi d to
miming "relationship to sponsor" codes).

Dependent parents (of which there were about 150 in the sample)
were not included in our analyses. We judged that this short-term
feasibility study could not properly monitor any special behavior pat-
terns among dependent parents, and that they were few enough in
number to be omitted without jeopardizin the study's general conclu-
sions.

A few further deletions were made in the individual-level analysis
for obvious out-of-range ages after taking account of the person's indi-
cated relationship to sponsor. Depending on the particular table or
calculation, further observations were deleted if necessary variables had
msin values.

In any calculation involving numbers of ambulatory medical visits in
the last 12 months, a response was coded as missing (rather than zero)
if the variable indicating zero visits was not flaed. Since the visits
data contained only positive numbers, there was no way to distinguish
zero visits from nonresponses without this flag variable. The same
procedure was used for calculations involving numbers of hospital
admissions, since these data were also only positive responses with a
comepoding variable to flag those with no hospital admissions in the
lt year.

TABULATION RESULTS

Tables Al through A.4 provide supporting documentation for the
"Basic Findings from Tabulations" portion of See. U. The data for
those tables are unweighted.

QUASI-ENROLLMENT CLASSIFICATION

Table A. dsecrlbes the criteria by which we assigned each 1978
JISUS repomdmt to ae o 14 quai-enollmeut -dsflcdom ad
Table A.6 dws bow nqs mimts wan distr ib d sowm te dasfi-
cation. As the tables indits M~ ailsls were ta pouped,
for the ,Ia tkdim mayas 9uP a Sec. UL Dsta frm a dmusta-
tic. HES puspm MiMght o w~ IW OSMbM. Mds =M E
the 14 cWsWsimm. FOr sIMulatiOR FINses hoMr, etie POOP
we aued Io wmell with am halth m umo w smother.
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Table.A1

FR NTAGE OF ACTIVE DUTY HOUSEHOLDS CITING DIFFERENT
USUAL SOURCE COMBINATIONS. BY SERVICZ BRANCH

Usual Source Air All
Patterns Marines Navy Army Force Branches

All dependents 79.0 80.9 81.9 88.7 83.6
cite T

All dependents

cite civilian 14.5 13.4 10.0 5.3 9.6

Other responses 6.6 5.7 8.1 6.1 6.8

Number in sample 76 157 259 247 739

SOURCE: Authors' calculations from unweighted 1978 JSUS data,
excluding dependent parents.

NOTE: Excludes households with only one member and those that
did not report a usual source for all members, and active duty
households having no spouse.

Table A.2
PERCENTAGE OF NONACTIVE DUTY HOUSEHOLDS CITING DIn IREWNT

USUAL SOURCE COMBINATIONS, BY SERVICE BRANCH

Usual Source Air All
Patterns Marines Navy Army Force Branches

All dependents
cite HNT 43.9 35.6 41.9 49.0 42.6

All dependents
cite civilian 37.7 43.9 36.6 33.1 37.5

Other responses 18.4 20.5 21.5 17.9 19.9

Number in sample 212 551 670 641 2074

SOIUCE: Authors' talculations from unweibted 1978
USUS data, excluding dependent parents.

NOTE: Excludes households that did not report usual
sources for all members and single-parent families, but
Includes siagle-persam buseholds.

• 9



Table A.3
PROXDMrrY 0F ACTIVE DUTY AND NONACTIVE DUTY

HOUSEHOLDS TO WM BY SERVICE BRANCH

% of Spouses Within 30 Mkin of an MT7
Service
Branch Active Duty Nonactive Duty

Marines 79 56
Navy 82 62
Army 68 58
Air Force 89 60

SOURCE: Authors' calculations from unweighted
1978 HSUS data, excluding dependent parents.

In Sec. U' Imuaios the observations were weighted to account
for differing survey nonespns rates by Service branch and sponsor
status. Since the distribution of ambulatory visits by type of facility
(MWT, civilian, Veterans Admin'istration, other) was used to assign
individuals to the quasi-enrollmnent clauses, persons not responding to
the visits questions could not be clssified. Therefore, for ambullatory
visits acltos the actual response rate consisted of the overall our-
Vey response rate mutpidby the visits questions response rate. The
reciprocal of this adjiuWe response rate was used to weight the yearly
nme ad ambulatory visits to eUstimt the total ects on hMI

demand. The sam procedure was used to calculate an appropriate
weight fornatiet data;therewasoftenahiher nonrponse raeto
the question on hospital usage.

For the hos-p--talhation data, a norepos was counted only when
both the number of admissions and number of inpatient days were
mnissing with no fta inicator of mero adons. Since we wished. to
etI * as much ispatent data a posle, the following imputation

procedueseesdfarpartielly missing 0optfatindt.
" Twft~-fain hadoint bopital adisions but did not

Rsps themum of days sp*n in the hospital; they were
sssd the samples verrap number of hospital days per

a~biiom(7A dys) or ach of their Indicated admissions.
" 1t-a osp m -Ans Iilewdi inberIm of inpatient daos bat

so the =me of sadne they wore ssiped ons admis-
ism Ow sach tp of WNWit In whch they had spe som drs
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Table A.5

QUASI-ENROLLMENT CATEGORIES FOR MHSS ELIGIBLES

Clasaif i-
Group cation Description

Active duty 0 All active duty sponsors

ITF-reliant I Usual source - TF and all visits to HTF
(visits > 0)

2 No usual source, but all visits to WTF
(visits > 0)

MTF-preference 3 Usual source - WTF and most visits there
crossovers (visits > 0)

4 Usual source - WIT but zero visits
5 Usual source - HTF but not most visits there

(visits > 0)
6 No usual source but most visits to T

Civilian-preference 7 Usual source - civilian and most visits there
crossovers a Usual source - civilian but zero visits

9 Usual source = civilian but not most visits
there
(visits > 0)

10 No usual source but most visits ciyilian

Civilian-reliant 11 Usual source - civilian and all visits there
(visits > 0)

12 No usual source but all visits civilian
(visits > 0)

Infrequent users 13 No usual source and zero visits

All others 14 Not grouped because of lack of usual source,
reliance on "other" source, or neither
civilian nor HTF-reliant visits pattern

(e4., an allowable maximum of four admissions if they hadsome inpatiant days in all four fteffty type). Of thene 56 per-
sons, 48 had spent 10 days or less in the hospital.

Table A.7 lists our calculated ambulatory and hospital visits
response rates and weights. For example, retired Army familis had a
srvey response rate of 84.3 percent and an ambulatory visits response
rate of 97.1 percent in the coded data; thus, their ambulatory visits
response rt M s 0.43 x 0.971 - 0.819, and the weight asigned their
visits was 1/019 - 1.22. By usin the survey and q sons' respon
rates by Service branch and sponsor's military statu to geasate

eights, we ar asuming that the non eIdnts ar rndoml dla-
tated in the populton with reet to halth cm u e and sourcesof M.



119

Table A.6

PERCENTAGE DISTRIBUTION OF ELIGIBLES AMONG QUASI-ENROLLMENT

CLASSIFICATIONS, BY SERVICE BRANCH: 1978

All

Classification Army Navy Marines Air Force Branches

0 (Active duty) 18.2 15.0 17.2 12.2 15.6

1 29.1 24.4 28.6 31.1 28.5
2 5.2 3.5 3.7 5.6 4.8

Subtotal: NTF-reliant 34.5 27.9 32.3 36.7 33.3

3 3.9 4.3 4.6 4.8 4.3
4 6.0 5.6 4.6 6.2 5.8
5 4.6 5.1 4.8 5.3 5.0
6 0.9 0.9 0.9 0.6 0.8

Subtotal: NTF-
preference crossovers 15.4 15.9 14.9 16.9 15.9

7 1.7 1.5 1.2 1.2 1.4
8 2.9 4.4 2.9 2.8 3.2
9 2.6 2.7 1.6 2.5 2.5
10 0.7 0.6 0.4 0.7 0.6

Subtotal: civilian-
reliant 7.9 9.2 6.1 7.2 7.7

11 11.8 17.7 16.8 14.2 14.4
12 3.4 3.9 2.9 3.5 3.5

Subtotal: civilian-
preference crossovers 15.2 21.6 19.7 17.7 17.9

13 Infrequent users 4.0 5.6 4.5 5.6 4.9

14 All others 5.1 4.7 5.2 3.7 4.6

Total:a 100.0 100.0 100.0 100.0 100.0

SOURCE: Authors' calculations from weighted 1978 HSUS data, excluding
dependent parents.

aDetail may not add to totals due to rounding.

I
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Table A.7

RlSPONSE RATE8 AND CORRESPONDING WEIGHTE

Survey Ambulatory Visitsa Hospital Admissionsta
Beneficiary Response
Category Rates Sponsor Dependent Sponsor Dependent

Question Response

Active Duty

Army 0.394 0.951 0.959 0.931 0.969
Navy 0.470 0.972 0.978 0.972 0.959
Marines 0.498 0.981 0.944 0.955 0.936
Air Force 0.650 0.980 0.963 0.963 0.962

Retired

Army 0.843 0.971 0.957
Navy 0.828 0.969 0.943
Marines 0.752 0.987 0.934
Air Force 0.820 0.980 0.950

Survivorsb

Army 0.625 0.932 0.888
Navy 0.625 0.956 0.887
Marines 0.625 0.952 0.895
Air Force 0.625 0.932 0.939

Calculated Weights

Active Duty

Army 2.67 2.65 2.73 2.62
Navy 2.19 2.18 2.19 2.22
Marines 2.05 2.13 2.10 2.15
Air Force 1.57 1.60 1.60 1.60

Retired

Army 1.22 1.24
Navy 1.25 1.28
Marines 1.35 1.42

Air Force 1.24 1.28

Survivorsb

Retired

Army 1.22 1.24
Navy 1.25 1.28
Marines 1.35 1.42
Air Force 1.24 1.28

Survivorsb

Army 1.72 1.80
Navy 1.67 1.80
Marines 1.66 1.79
Air Force 1.72 1.70

SOURCE: Survey response rates from Office of Planning
and Policy Analysis (1979); other calculations by the authors
from 1978 HNUS data.

aSeparate response rates end weahts for sponsors and

dependents were used only for active duty families.
bhre survey response rate for survivor beneficiaries was

not given separately by service branch.
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SIMULATION ANALYSIS

The simulation analysis in Sec. II uses weighted data to compute the
MTF utilization changes that would have occurred if some crossover
users had received all their care from MTFs and others had received all
care from civilian providers. For each simulation assumption, the
MTF utilization changes are measured as percentages of the utilization
levels shown in Table A.8.

Table A.9 reports the detailed percentage changes computed for
individual crossover groups, in the aggregate and for the MTFs
operated by the three Military Departments of DoD. The scenario
results reported in Sec. II represent combinations of the component
changes from Table A.9. For example, the Universal Enrollment
scenario assumes that all the crossover groups enroll in the MTF, so
the total increase in MWF inpatient days in all Service branches is
15.9 + 10.6 + 20.1 - 46.6 percent.

Table A.10 shows the composition of each quasi-enrollment group in
terms of the fraction of each group's individuals whose sponsors were
in various eligibility categories. These data were used in the Sec. II
analysis to assess the effects of a priority enrollment system for active
duty dependents.

THE ENROLLMENT CHOICE MODEL

According to the preliminary model, an individual's quasi-enrollment
decision is explained by the variables described in Table A.11. We
stratified the survey sample into: (a) nonactive duty adults: retired
sponsors and their spouses; (b) active duty spouses: female spouses of
active duty sponsors; and (c) children: all dependent children.2

Using the data for the sample in each stratum, we applied a max-
imum likelihood polytomous logit technique, also known as conditional
logit. This is a regression-like statistical procedure in which the
dpendent variable can assume one of several discrete values. In our
model, there were three possible alternatives: MWM-reliant, civilian-
reliant, or any other quasi-enrollment clsication.

We used STATLIB (Brelsoord and Relles, 1981) statistical software
in estimating our equation. The general form of the equation for the
prabiy of an individual hoosing a particular alternative is

3oIuiY bi mb a mb ws M ly *u and mw * wu v M t wa
-eWWw of lbs aftigMsmh aftd., wmu onld bor thi tM nmly.

. !
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Table A.8
1978 HSUS REPORTMD HEALTH CARE UTILIZATION

Service Branch

Aggregate Navy and
Type of Use Number Army Marines Air Force

Ambulatory visits 47,231 18,484 15,330 13,417

Inpatient stays 1,774 799 506 469

Inpatient days 13,160 6,359 3,902 2,898

SOURCE: Authors' calculations from HSUS data, weighted
for nonresponse and excluding dependent parents.

p UI X#) - e•J-x / e

where i indexes people, j (or k) indexes alternatives, J is the total
number of alternatives possible, X is the vector of explanatory vari-
ables, and 0 is the vector of regression coefficients. Each coefficient
shows how a change in variable X, affects the probability of choosing
alternative j relative to some other.

Letting c(1), c(2), c(n) denote the outcome choices of the n
individuals, the log likelihood function of the vector of coefficients is.

log L() - . logp(i,c(i)).

The polytomous logit procedure finds the estimated coefficients that
maximdze this Amntion.

Tables A.12, A.13, and A.14 present the complete etimated polyto-
mows logit equations. The large-sample tandard error of an individual
coefficient is shown, and its significance is demonstratd by its t-
statistic. Variable names with a suffix of ".M* indicate the coeficients
affeting the Probability of ben in an MTF-roliant quasi-enrollment
Voa, and the mffix of ".C ptains to coeffidamts for te civilian-
reliant group. (All ohe groups was the omited outcome c aeoy.)
All equations converpd in five or six iterations.

,9.~ m mmmmml ~ m ml
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Table A.10

SONSORS STATUS DISTRIBTIoN W HmIN QUASI.DNROLLMKNT
GROUPS- 178

% of Group's Eligibles
Whose Sponsors Are:

Active All
Groups Duty Retired Deceased Sponsorsb

WTF-reliant 54.7 39.2 6.1 100.0
WTF-preference crossover 40.8 46.0 10.1 100.0
Civilian-preference crossovers 23.6 65.3 11.1 100.0
Civilian-reliant 11.0 73.1 15.8 100.0
Infrequent users 14.1 76.8 9.0 100.0
All others 21.9 65.1 13.0 100.0

SOURCE: Authors' calculations from weighted 1978 HSUS data, excluding
dependent parents.

aGroup A excluded because all its members are active duty

sponsors.
bDetail may not sum to totals due to rounding.

The DIFFGRP variable was not included in the equation for active
duty spouses, since they were assumed to choose the source of care for
their children as wel as themselves; accordingy, the sources used by
other family members would not be exogenous to the active duty
spouse's choice of source. Other variables were excluded from a partic-
ular sample's equation either because of previously demonstrated non-
sigiianc (AGE for active duty spouses, FEMALE for children) or
irrelevancy (e.g., ADUTY for retired adults).

.1
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Table A.11

EXPLANATORY VARIABLIS IN THE PRELIMINARY QUASI-ENROLLMENT MODEL

Label Description

H, C Intercept term for the probability of membership in the
MTF-reliant or civilian-reliant groups, respectively

AGE Individual's age, in years

TRAVTM Travel time to the nearest MTF, in minutes

INCOME Family income

EDUCATION Educational attainment of the individual (for adults) or
of the active duty or retired spouse (for children)

OTHERINS Dummy variable - 1 if household has any insurance other
than CHAMPUS

NONWHITE Dummy variable = 1 if individual is nonwhite

KIDS Dummy = 1 if the individual's household includes one or
more dependent children

DIFrGRP Dummy = 1 if at least one other family member (aside
from the active duty sponsor) is in a different quasi-
enrollment group from the individual in question

ADUTY Dummy I if the sponsor is on active duty

FEMALE Dummy 1 1 if the individual is female

NAVY, MAR, AF Dummy = I if the sponsor's branch is the Navy, Marines,
or Air Force, respectively
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POLYTOMOUS LOIT FM QUAMU-I OLlAMT 7OR ACTIVW DUTY

SAMPLE SIZE ........ 729
SUM OF WEIGHTS ...... 729
NUMBER OF PARAMETERS . 20
LOG LIKELIHOOD ... ....... -575.8587

VARIABLE COEFFICIENT ESTD STD DEV T

1 H 3.2016D-01 5.8113D-01 0.5509
2 C -3.0028D+00 1.18691)+00 -2.5300

3 TAVT!L.M -2.1439D-02 5.0567D-03 -4.2398
4 INCOME .M 3.8706D-06 1.0792D-05 0.3587
5 EDUCATION.M 1.1546D-02 4.2775D-02 0.2699
6 OTHERINS.M -9.6762D-01 2.5151D-01 -3.8472
7 NONWHITE_.M 3.9109D-02 2.0368D-01 0.1920
8 KIDS___ .M 5.6106D-01 2.0431D-01 2.7462
9 NAVY...M -6.7166D-02 2.2827D-01 -0.2942

10 MAR__ . 3.3379D-01 2.9523D-01 1.1306
11 AF .11 2.0327D-01 1.9776D-01 1.0279

12 TRAVTM_. .C 6.6590D-03 3.5521D-03 1.8746
13 INCOME .C 2.2533D-05 2.1207D-05 1.0625
14 EDUCATION.C 1.0085D-02 8.8598D-02 0.1138
15 OTHERINS.C 9.1548D-01 3.8305D-01 2.3899
16 NONWHITE_.C -4.8043D-01 4.8427D-01 -0.9921
17 KIDS... C 7.5085D-02 3.9555D-01 0.1898
18 NAVY...C 6.2205D-01 4.4157D-01 1.4087
19 MAR . C 7.5052D-01 5.6153D-01 1.3366
20 AF_ _ .C -3.7986D-02 4.6395D-01 -0.0819

ITERATION 6, LOGLIK--575.859, CONVERGED

i S



Tabl A.13
POLYTOUMULSGrr FOR QUASI-3NROLLUMN FOR RT13 ADULTS

SAMPLE SIZE .. ........ .. 2379
SUN OF WEIGHTS ... ...... 2379
NUMBER OF PARAMETERS . 26
LOG LIKELIHOOD .......... -2319.2444

VARIABLE COEFFICIENT ESTD STD DEV T

1 M 1.6380D-01 4.1035D-01 0.3992
2 C -3.1831D+00 5.4136D-01 -5.8798

3 AGE- .M 4.4285D-03 5.3887D-03 0.8218
4 FEMALE .M -1.4976D-01 1.0195D-01 -1.4689
5 TRAVT_..NM -1.0955D-02 1.4229D-03 -7.6990
6 INCOME .M -1.6048D-06 4.6523D-06 -0.3450
7 EDUCATION.M 1.5496D-03 2.1946D-02 0.0706
8 DIFFGRP-.M 1.4542D-02 9.7758D-02 0.1488
9 OTHERINS.M -5.4623D-01 1.0815D-01 -5.0508

10 NONWHITE_.M -1.8462D-01 1.4133D-01 -1.3063
11 KIDS -.M 1.4053D-01 1.0745D-01 1.3079
12 NAVY_ .M -4.1685D-02 1.2917D-01 -0.3227
13 MAR .M 2.2118D-01 1.7056D-01 1.2968
14 AF .M 2.1002D-01 1.1347D-01 1.8508

15 AGE .C 1.1748D-02 7.0651D-03 1.6629
16 FEMALE .C 1.0103D+00 1.3598D-01 7.4297
17 TRAVTN..C 6.0135D-03 9.8371D-04 6.1130
18 INCOME .C 1.3369D-05 5.3336D-06 2.5065
19 EDUCATION.C 2.0415D-02 2.7428D-02 0.7443
20 DIFFGRP..C -1.5081D-01 1.2302D-01 -1.2259
21 OTHERINS.C 5.2338D-01 1.3347D-01 3.9213
22 NONWHITE_.C -5.4640D-01 2.0657D-01 -2.6451
23 KIDS. .C 2.9663D-01 1.3870D-01 2.1386
24 NAVY .C 1.6772D-01 1.5628D-01 1.0732
25 MAR .C 3.3839D-02 2.2134D-01 0.1529
26 AF .C -9.1328D-02 1.4678D-01 -0.6222

ITERATION 5, LOGLIK=-2319.24, CONVERGED

.. ... .
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Tble A.14

POLYTOMOUS LOGIT FOR QUASI-ENROLLMENT FOR CHILDREN

SAMPLE SIZE ........ 2668
SUM OF WEIGHTS . ...... 2668
NUMBER OF PARAMETERS . 24
LOG LIKELIHOOD .......... -2340.4360

VARIABLE COEFFICIENT ESTD STD DEV T

1 M 1.2845D+00 3.1771D-01 4.0430
2 C -1.9833D+00 4.5265D-01 -4.3816

3 AGE__ .M -4.0192D-02 9.2265D-03 -4.3562
4 TRAVTM._.M -2.0769D-02 2.1602D-03 -9.6142
5 INCOME . 7.8381D-06 5.2412D-06 1.4955
6 EDUCATION.M -4.9176D-03 2.2248D-02 -0.2210
7 DIFFGRP-.M -4.3888D-01 9.0597D-02 -4.8443
8 OTHERINS_.M -6.5132D-03 1.2641D-01 -0.0515
9 NONWHITE_.M -2.3401D-01 1.0814D-01 -2.1639

10 NAVY_.M -2.9604D-01 1.2216D-01 -2.4234
11 MAR_____ .M -2.5196D-02 1.6075D-01 -0.1567
12 AF .M 1.3034D-01 1.0768D-01 1.2104
13 ADUTY_.M 3.8505D-01 1.0926D-01 3.5243

14 AGE _ .C -3.3822D-02 1.3721D-02 -2.4651
15 TRAVTM_.__C 7.8115D-03 1.3720D-03 5.6934
16 INCOME -C 1.9959D-05 6.6615D-06 2.9962
17 EDUCATION.C 6.1886D-02 3.2254D-02 1.9187
18 DIFFGRP-.C -6.4322D-02 1.3534D-01 -0.4753
19 OTHERINS_.C 2.4393D-01 1.6690D-01 1.4615
20 NONWHITE.C -5.2740D-01 1.7708D-01 -2.9783
21 NAVY__ .C 4.3615D-01 1.7643D-01 2.4721
22 MAR__ C 1.8369D-01 2.4132D-01 0.7612
23 AF_- C 2.2716D-01 1.6456D-01 1.3804
24 ADUTY-.C -1.23061)+00 1.8935D-01 -6.4991

ITERATION 6, LOGLIK=-2340.44, CONVERGED



Appendix B

MEDICAL USE PATTERNS IN THE MILITARY

We calculated the use of MTF and CHAMPUS-financed health care
uervices by military beneficiaries living in MTF catchment areas. We
then compared this utilization with that of HMO populations and com-
parable age/sex civilian populations.

In Table B.1 we present some HMO utilization statistics that were
taken from the 1981 HMO Census. These show that 67 percent of the
HMOs had annual per capita visit rates between three and five, 10 per-
cent had rates in excess of this amount, and 23 percent were lower.
Inpatient days per thousand members are reported for 181 HMOs: 66
percent had rates between 300 and 500 days per year; an additional 20
percent were between 500 and 600 days; 15 percent were over 600 days;
and 8 percent were under 300 days. Luft (1981) reviews the literature
on comparisons between HMOs and fee-for-service plans and concludes
that HMOs appear to attain their cost savings by controlling inpatient
utilization. Outpatient utilization rates were, if anything, higher than
those of fee-for-service plans.

In Tables B.2 and B.3 we present inpatient statistics for each of the
three military Services along with estimated civilian rates for a popula-
tion with the same age/sex composition as observed in the military
Service branch inpatient catchment areas. The civilian inpatient rates
for each age/sex group are drawn from National Center for Health
Statistics (1982). The direct care statistics were obtained from RAPS
for FY82. The CHAMPUS figures were obtained from the CHAMPUS
40 mile radius reports (Office of CHAMPUS, 1982a).

Two clear patterns emerge from these data. First, unless the catch-
ment area beneficiary population is severely unertted, active duty
persons and their dependents currently use inpatient services within all
three military Service branches much more extensively than their civil-
ian counterars Since arept manpower numbers for the active
duty population are wel known, higher use is the probable concluion.
It is important to observe that the higher use pattern appem for both
active duty persons and in their dependents, which reinforces the sp-
position that physicians tend to adopt one style of practice for all
patients. The second observation is that redrees, survivors, and their.
dependnts appear to be obtaining or financing care outside of the

'I. .
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military health care system, since their use rates are s tially
below those of a comparable civilian population. This is consistent
with findings from the 1978 HSUS and earlier Rand research for the
Air Force, which showed that many retirees had insurance other than
CHAMPUS.

It is somewhat more difficult to compare the HMO rates with the
military and civilian projections, since we cannot standardize the HMO
rates to the same population. We can observe that, even if the HMO
populations were as young as the active duty personnel and their
dependents (omitting all retirees and their dependents), civilian rates
appear to fall at thi high end of the HMO spectrum. Military rates are
higher still.

Table B.4 presents outpatient visit statistics. The per capita visit
rates are calculated using the military Service inpatient catchment area
populations, that is, beneficiaries residing within 40 miles of an MTF.
We do this because CHAMPUS reports visit data using this definition.
The total ambulatory catchment area population is I percent larger (20
mile radii around each MTF or clinic) with slightly more active duty
persons and their dependents and fewer retires and their dependents.
The projected per capita civilian rate for either overall catchment area
population is 4.5, so this assumption makes little or no difference in
the calculations. The civilian rates come from the Air Force's PRISM
data base. PRISM uses higher use rates for active duty personnel and
their dependents. It projects active duty use at 2.31 times the civilian
rate and active duty dependents at 1.32 times the civilian rate. We
include projected per capita visit rates using the PRISM-ajust rates

The patterns we observe here are consistent with the observations
on inpatient utilization. Active duty persons and their dependents use
medical services at higher rates than their civilian counterparts and
retirees and their dependents appear to be obtaining care outside the
system Some caution is necessary when comparing these visit rates.
The military figures include visits for audiology, speech pathology, diet
therapy, and orthopedic appliancas, whereas the PRISM civilian rates
seemingly do not. Our net obswvation is that either the Navy counts
visits very diflerently for active duty nembers or their rates are far
below the other Services and below expected rates. Our supposition is
that this is a counting or data problem, sim active duty dependents
for the Navy e health care at high rats.

In Table B.5 we look at CHAMPUS work load as a proportion of
the total amount of cam provided to beneficiam resding within 40
milse of an MnT. A much larsr proportion of the inpatient work load
is hane by the CHAMPUS props. than is true for the oupaent
work load. This is consistent amo the three militaw Services Since
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Table B.5
CHAMdPUS WORK LOAD AS A PERCENTAGE OF MILITARY-FINANCED

CARM BENEFICIARIES WITHIN 40 MIL RADIUS OF MTi

J Retirees,
Dependents of Survivors, andtType of Care Active Duty Dependents

Army

Admiss ions 18 21
Hospital days 31 26
Outpatient visits 3 7

Navy

Admissions 25 32
Hospital days 46 45
Outpatient visits 7 12

Air Force

Admissions 18 27
Hospital days 29 35
Outpatient visits 5 11

Cesrtficates of Nonavailability are required for inpatient care and not
for outpatiet, care, this suggests that much of the CHAMPUS inpa-
tient work load my, in fact, be for services that ane unavailable alto-
isther within the MTF, constraned by existing facilities or staff, or
too complex to be treate at local facilities. To the extent that a
quasi-enrollment, system currently exists, as is sugusted in Sec. II, a
healt enrollment system may not sbtnilyreduce the amount of
care obtained in the civilian, sector. It may, however, facilitate bette
planning and as a cneuceallow the MTFs to procure these ser-
vies in a more cost-effective manner.

Liift (158) 'reports physician staffing levels (physicians per
thousand memban) for 10 plaum Thene range from 0.78 to 1.062 or
1870 pains par vpdsdua down to 942 patients per physician. For
thme civgkin pegmnalt as a whole, the number of people per physician

Table B.6 is rpiodmced hrow An"e -aagMnt Science (1976).
It display population per provider ratios by medical speialt. These
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are drawn from the health planning literature and are clasified into
four groups: need-baend ratios, professional-judgment-bsed ratios,
demand/productivity-based ratios, and HMO-bmnd ratios. The first
group is based on morbidity or disease incidence and prevalence and is
intended to represent some ideal in which all disease conditions requir-
ing treatment are treated. The second group reflects health manpower
experts' opinions or aggrepte assessments on the manpower situation.
Demand/productivity ratios incorporate ptions regarding the
demand for services and provider productivities and may integrate fac-
tore affecting these such as health insurance, population compotion,
and use of support personnel. The last groups represent HMO staffing
patterns It is particularly interesting to note that within this group,
ratios may differ by a factor of 10, revealing that there is apparently
little consensus even within this group. The HMO-based group tends
to have higher population per profesional ratios than the other groups,
though in some cases the demand/productivity ratios are higher. Com-
parisons are difficult and subject to many pitfalls resulting from defini-
tional and area differences. We present these data to demonstrate that
the problem of identifying adequate ratios is difficult and fraught with
peril even outside the military health care system.



Appendix C

USING PRISM TO TARGET ENROLLMENT
FOR A DEMONSTRATION

Data from the Air Force's PRISM model can be used to establish
sensible, preliminary enrollment targets for an experiment. PRISM
combines civilian data on outpatient use rates by medical specialty for
different age/sex groups with the overall utilization propensities by
beneficiary category from the Air Force's biometrics data. PRISM
models only outpatient care; provision for inpatient physician services
is handled through the outpatient productivity or capacity measures.
For example, surgeons and internists with substantial inpatient respon-
sibilities are modeled with low outpatieni capacities thus reflecting
time devoted to inpatient care. A shortcoming arises from this
approach if inpatient needs are not truly proportional to outpatient
visits, an untested assumption at best. Another limitation is that the
memsure were baend on current practice patterns, which refer signifi-
cant numbers of inpatients care to the community and CHAMPUS.
Not all types of providers are modeled directly in PRISM. Some speci-
aties are staffed at the ratio of one provider per 50,000 beneficiaries.
Ancillary services, radiology, pathology, and anesthesiology are handled
separately. Several assumptions regarding staffing plans within a med-
ical service are embodied within the model. For example, within the
mental health category, one social worker and one psychologist are
planned with each psychiatrist. In orthopedics, a podiatrist is planned
for every orthopedist and in ophthalmology, two oator ae
planned for each ophthalmologit. Tables C.1 and C.2 display some of
the PRISM data that were used in our examples.

PRISM pHductivt figures ae compared in Table C.3 to fee-for-
service and prepaid group practice measures reported by Held and
Reinhardt (1980) for selected specialties. In family practice, the
asmmed PRISM p Vity flum exceeds that for prepaid group
practices. Productivity figures for prepaid goup practices are below
those observed in the he-for-service system PRISM figures are com-
parble to the prepaid goup pracice ftures. The PRISM figures are
assumed to include aoances for readiness training and personnel

145
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Table C.1

PRISM CIVILIAN VISrr RATES

Age

Specialty 0-4 5-14 15-17 18-24 25-44 45-64 65+

Males

Family practice 2.370 1.190 1.190 1.820 1.620 2.020 2.730
Pediatrics 3.550 1.770 1.770 -- -- -- -
Internal medicine .100 .050 .050 .230 .416 .857 1.419
Surgery .200 .100 .100 .241 .283 .406 .501
Urology .040 .020 .020 .036 .077 .134 .248
Ophthalmology .200 .100 .100 .188 .150 .277 .508
Otolaryngology .240 .120 .120 .086 .107 .148 .182
Orthopedics .210 .110 .110 .172 .176 .198 .150
Obstetrics/

gynecology -- -- -- -- -- -- --
Dermatology .090 .050 .050 .211 .128 .139 .163
Mental health .070 .040 .040 .125 .253 .124 .026

7.070 3.550 3.550 3.109 3.210 4.303 5.927

Females

Family practice 2.070 1.040 1.040 1.970 1.612 2.770 2.890
Pediatrics 3.110 1.560 1.560 ...-- -.

Internal medicine .090 .050 .050 .280 .558 1.176 1.508
Surgery .170 .090 .090 .298 .379 .557 .531
Urology .030 .020 .045 .045 .103 .184 .262
Ophthalmology .170 .090 .233 .233 .201 .381 .538
Otolaryngology .210 .110 .110 .106 .144 .204 .193
Orthopedics .190 .100 .100 .212 .235 .272 .159
Obstetrics/

gynecology . - -. 1.700 2.268 .050 .020
Dermatology .080 .040 .040 .261 .172 .190 .172
Mental health .060 .030 .030 .155 .339 .170 .027

6.180 3.13 3.298 5.260 6.011 5.954 6.300

I ll I I I II I, , I I E _ E
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PRISM PUTable C.2

PRIS PROMZRCAPACrIBU, IN VISIT PN YZAR

Family practice:
Physicians 5160
Physicians' assistants 5760

Pediatrics 4080 -4800a
Internal medicine 20-60
Surgery 2700
Urology 3000
Ophthalmology 3300
Optometry 3600
Otolaryngology 4200
Orthopedics 3300
Podiatry 3300
Obstetrics/gynecology 2880
Midwives 3600

Nurse practitioners 4800
Dermatology 6480

a PRISM assumes that physicians in
these specialties see fewer patients
in Air Force hospitals operating more
than 100 beds.

MITHODOLOGY

We next consuder in greater detail how the PRISM dat might be
used to establish enrollment target. In effect, we run PRISM back-
ward to determine the population servable with a given provider staff.
Our method only approximates PRISM, since we have not incoAporated
all of ita dataiL. We use the age/sex/beneficiary structure from Office
of Health Information Systems (1963) as a prototype population and
ask how to set enrollment targets for this group using only military
physicians and other PRISM modeled proviers. The examples
presented are illustrative and will overstate capabilities for the dimag-
gregated system since individual providers cannot be split among facil-
itise to aomdtework loads requirng fractions of a flai-time

-qialn -rvie.
Endsremgh numbers by specialty and provider type were, obtained

from Washigtn Headquarters Services, (1963). Physicians in training
and those in --unsttv Zor nowsptent are positions Were omited.
We fAuthor dscreased the totals within each qiecialty by 15 percent to
allow for oees staffing. Since PRISM prdciiyfigure were
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assumed to incorporate allowances for readiness training and personnel
transfers, further reductions were not incorporated.

Several assumptions were necessary to complete the examples and
these should be noted. We were unable to identify the number of
nurse midwives, so we began with the assumption that 200 were avail-
able and allocated 15 percent overseas. All physicians' assistants, after
removing the overseas allowance, are allocated to family practice. This
may overstate family practice capability if physicians' assistants are
employed extensively in other clinics. Physicians in aviation and
undersea medicine were assumed to spend half of their time in nonpa-
tient care activities but were assumed to be as productive as family
practitioners when they were engaged in patient care. Nurse practi-
tioners were allocated half to obstetrics/gynecology and half to pediat-
rics. Finally civilian providers were not included because information
on their medical specialties was unavailable.

PRISM makes several additional assumptions about staffing dif-
ferent specialties which are incorporated. One-third of the ophthalmo-
logy work load must be *-eated by ophthalmologists and the remaining
two-thirds may be handled by optometrists. Three-quarters of the
orthopedics work load requires orthopedists, one-quarter may be
assigned to podiatrists. Allergy and neurology are staffed at the rate of
one physician per 50,000 enrollees regardless of any assumptions about
subgroup utilization behavior. Different productivity rates are used for
MTFs with fewer than 100 beds for internal medicine and pediatrics.
We assume that one-half the work load is performed in small facilities,
which may overstate capability within these specialties.

Visit capacities for each specialty are calculated by applying the
PRISM provider capacity figures (from Table C.2) to the manpower

Table C.3

OIMICE VISITS PER WEEK, BY SPWIALTY

Family Internal General
System Practice Medicine Pediatrics Surgery Ob/gyn

Fee for service 113 72 ill 61 96
Prepaid practice 96 68 81 52 69
PRISM 99 46-69 78-92 52 8 0a

SOURCE: Held and Reinhardt (1980).
8 Assumes weighted combination of 0.385 MD, 0.385 midwife, and

0.231 nurse practitioner.

s ,
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figures reached above. Next we convert these visit capacities in each
specialty to enrollee capacities. The latter is dependent upon the
demographic and beneficiary composition of the enrolling population.

Using this age/sex/beneficiary category structure, we calculate the
expected visits per enrollee for the entire population. The visit rates
by age/sex grouping come from Table C.1 for retirees and their depen-
dents and survivors. Active duty visit rates are 2.31 times these fig-
ures, whereas active duty dependents' rates are 1.32 times as large.
These ratios "understate observed differences by beneficiary category.
Let Xh denote the population in beneficiary group h and age/sex
group j, and let U1 represent the civilian visit rate for age/sex group j
and medical specialty i. Then the expected total visits to family prac-
tice, V, (where i-I), may be calculated by summing over the 16
age/sex groups as follows:

i-16 j-16 j-16

V - 2.31 2; UijXjI + 2 UIjXj + 2 Ui(Xi + Xi4 + X 5 )"
j-1 i-i -I

The expected total visits to each of the other specialties may be calcu-
lated in a similar fashion. The expected visits per enrollee to each
specialty are then obtained by dividing through by the total population.
These medical service visit rates are used to convert provider visit
capacities into enrollment targets. Dividing the visit capacity within
each specialty by the expected visit rate yields the desired enrollment
target. The inability to deliver complex services in some facilities and
the lack of necessary equipment or facilities could reduce desired target
levels.

EXAMPLES

The first column of Table C.4 displays the results of our calculations
for the estimated maximum number of enrolms that could be treated
by military physicians within each medical specialty. These figur
range from 2.3 to 8.6 million enrollees indicating that the current mix
of providers differ markedly from PRISM's desired mix. Since provid-
er in some specialties substitute for those in another, these capacity
figurese need to be viewed with some discretion. In general, the surgical
specialties appear to be in shorter supply than the primary care and
obstetrical servics This observation is consistent with other Rand
findings on physician suppl.

With such a wide rang of enrollment cpacities, a reasonable target
is more difficult to establish. We observe that the family practice

_ , I - - - -
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enrollee capacity exceeds the size of the entire inpatient catchment
area population, so one strategy might be to enroll the entire popula-
tion and plan to purchase or contract for a significant amount of care
particularly in the surgical specialties. This strategy is used by HMOs,
which establish their primary care physicians as gatekeepers to speci-
alty care that may either be purchased or supplied. Column 2 of Table
C.4 presents the increase in capacity that would be needed to supple-
ment military providers if the entire inpatient catchment area popula-
tion was the targeted enrollment. The numbers of visits represented
by this work load appear in column 3. In both internal medicine and
surgery, over one million visits must be supplemented and 17 percent
of all visits would be supplemental visits.

If we reduce the enrollment target to five million enrollees, excess
capacity occurs in family practice. This could potentially be used to
substitute for deficiencies in other specialties. In addition, the pedia-
trics and obstetrics/gynecology work load can be treated within the
MTFs, excepting only the most complex cases. Supplemental visits fall
to 8 percent of the work load, while allergy and ENT are the only ser-
vices with less than half the -desired" capacity.

PRISM makes some very specific assumptions about the behaviors
of providers and beneficiary groups. We have already noted that
retirees and their dependents receive care in unknown quantities out-
side the military health care system and face a different copayment
structure. Suppose they respond like active duty dependents when
enrolled in the MTF and their utilization increases to 1.3 times the
civilian rate. This increase would be expected if copayments are
reduced to zero. The number of supplemental visits increases 43 per-
cent from six to nearly nine million under the high enrollment option
and 58 percent under the lower enrollment option. Table C.5 displays
service capacities and supplemental care under the behavioral assump-
tion that retirees and their dependents use care in the same manner as
active duty dependents within the same age/sex grouping. With the
high enrollment option, oven the family practice capacity has been
exceeded and surgery, urology, ENT, and allergy services purchase
more care than they provide.

Table C.6 displays the ame data assuming that active duty depen-
dents reduce their use to civilian level. Active duty use remains at
2.31 times the civilian rate. In this cm the suplemental visits fall
and family practice has excess capacity even with the high enrollment

An important dt of how to set eolmnt targets is cost.
With cot data we ouMd calculate whether it is lees expensive to pur-
chase the etimated spplementa cm or to enoll fewer 1huwflades

IU
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in the MTFs and to enroll them in another plan. In theory we could
solve for the breekeven point at which the amount of care that must be
purchsed for the last enrolle just equal the cost to enroll him in
another plan. Thes solutions will be sensitive to whatever behavioral

assump-ions are made regarding use rates. PRISM's emphasis on out-
patient utilixation and the lack of data on inpatient needs and faclt
cons -traints limit the usefulness of pursuin such an exeraise at this

MATCHING RESOURES TO ENROLLEES FOR
EACH SERVICE

We have demonstrate a general mtolgyfor the health
resources of the entire WoD that derives the number of enrollee that
could be treate with a given set of providers. While this approac
use stron asupin, it could nevertheless prove useful in planning
toward the corret erlmnt levels of an HMS.

The approach taken above presumes that medical manpower is the
binding constraint in every case, (rather than say, failities), and it
presumes that medical manpower is fuil fungible acrossa all MMs
.I nedn kOf Service connection. The method could be applied
readily to the more specific level of each military Service's resources.
The number of enrollees that can be served for the same total set of
resources should be somewhat smeller when the additional constraint
that manpower resources cannot be adjuted across, Services is added.
The readeir should be aware that the model used in this exercise
(PRISM) was developed byv the Air Force and may not reflec the staff-
ing policies of the other Services. Howeve, if the pattern of patien
use is accursael reflected in PRISM &Mta the model could be adapted
for the Other Services.

SE~INGENZLLMNTTAIRG3 FOE INDIVIDAL

The magwes emr povide eodAtlas of the patlest caPabilitie
at myn brniiua MW. By the Wa I amsg the dms patter of
an MTJam be oosarsetsd ino, esiwbloie s ldMoad. (W* Geasm

to w in. & eds .m mi&t -w ..a. condalt Wh A ft * ani .
MW deurear.)LAOle*, "'suWN is"e esb .tMaems far

sas V?,sa temai vth a*Ih b~ sshSuG. dom
wM Uwevhs b Mw tolab dmeidd vwA maa 6Wea vime the
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the smailer level) the need to assign providers in whole-person 1mm-e
menta may becme an important constraint.

Aside from urveying each MTW individually, we have found no reli-
able data souirce allowing such an exercis to be conduicted. No com-
monly publishied. data show the provider staffing at each W Te

Infomation on current provider staffing we requested for this study
differdsgifcnl from the information supplied byr the MTF we

intervi Wed eTi is an additional detail of data collection that would
enhance planning toward. an HES.

We did, however, select three bfaciities, small, medium, and large,
with one from each. Service branch, as prototypes to explore our
methods. The fiM problem we confronted concerned how to handle
military medical providers not snipned to the facility but providing
care within its catchmnent area. Air Force and, Navy light surgeons
ssigned to squadrons and Army Troop Medical Clinic provider are

examples of personnel not assigned. to an M77 but delivering care to
its active duty personnel. All flight surgeons are nudead as halfftim
providers. General, medical officers, physicians' assistants, and. other
PRISM-modeled providers from Troop Mical Clinicsan considered.
These resources, are not une the M7Tes command but do handle
work load that would otherwise present itself at the MTF. Since we
could not separate the work lo4d we included both sets of resources.
We recognize that this is another ame that will have to be carefolly
reviewed within the context of a d ntain

We obtained actual staffing from a small facility and used the
age/uez/beaeflcisrtv structure for that facility a described in Office of
Healt Information System (195k). Thie catbmet are poplation
is 1%700r, active duty personnel account for ~poiaeyose-querter
of the population, while their dependlents contribute an additional 40

pretto the totals.
Calclatonsfor the first prototype facility are shown in Taeble C.7?.

Our first observation is that staffing within family practice is generous
relative to other eeuiltes according to the, PRISM typecluatos
Thi hlgtalgh a major limitation of our approach; we do'not beew
bow to incorporate provider substitutability, nor do we have accurat

mosamre of the work load salte o*l to sqec~ PRISM relie
upon eivdua we rawe am"n qiedaeles. In addgoma om "b nd*

thee dvl aw reflect ats aydtlty of dft,"e "" tyef No"-wa
b" witin m dt and-he re le %*groom ofth to 6"a s
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not devoted to deliveries could presumably be spent in outpatient care.
Column 2 of Table C.7 presents the numbers of supplemental visits
that would be needed, if the PRISM planned provider patterns are con-
sidored as absolute requirements and the enrollment target is set at
12,500. Under these conditions, family practice providers are underuti-
lized and one-third of all visits would be acquired outside the facility.

If, instead, we make some assumptions regarding substitution capa-
bilities of family practice providers, a different picture can be con-
structed. In column 3 we display supplemental visits needed if family
practice providers can treat up to half the PRISM- estimated work load
in pediatrics, obstetrics/gynecology, internal medicine, ENT, and all
dermatology, neurology, and allergy. We further suppose that all eye
care can be treated by optometrists. In this case, supplemental care
drops to 11 percent and the number of types of specialists needed to
supplement MTF care is greatly reduced.

In Table C.8, the same calculations are presented for a somewhat
larger facility. Current staffing at this facility is more consistent with
PRISM staffing patterns. Since this is an Air Force facility, the better
agreement may not be coincidental. The larger catchment area, 44,300,
may permit more of the work to be treated within the M 1. Since the
current staffing did not differ as much from the PRISM staffing, the
ability to substitute one type of provider for another has far les
impact, reducing supplemental visits from 9 percent to 7 percent.

The catchment area for the third facility was markedly larger,
117,100, with one-third on active duty. Active duty persons and their
dependents account for 80 percent of the catebment area population.
Calculations for this group appear in Table C.9. In this case, an
enrollment target is harder to establish, a the agreement between
current staffing and the PRISM deired staffing is lower. In each of
the first two examples, reasonable enrollment targets approximated the
catchment ares. In this example, only a portion of the catchment
area can be enrolled. For a target of 80,000, the PRISM-based sti-
mates for suppmental vieits an given in column 2. These constitute
14 percent of all visits but fall to 6 percent when bstitutions among
providr ar ied.
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Appendix D

PROGRAM TO SIMULATE ILLUSTRATIVE COST
OF DOD HEALTH ENROLLMENT SYSTEM

20 REM THIS PROGRAM DERIVES TABLES FOR DOD HEB STUDY
30 PEM PROGRAMMED BY CHARLE E. PHELPS
40 MIX - .8: REM MIX- THE FRACTION OF INDIVIDUAL (VS FAMILY) ENROLLUES
50 J2 - 2: REM NUMBER OF RESOURCE PLAN CHOICES
00 L2 - 7: REM NUMBER OF POPULATION GROUPS
70 K2 - 8: REM NUMBER OF COPAY GROUPS
80 M2 - & REM NUMBER OF ENROLLMENT GROUPS, 1-ULAT IN MIT ETC.
90 N2-10: REM NUMBER OF ALTERNATIVE NET PREMIUM. NET PREMIUMS MAY BE < 0
100 12 - 7: RBM NUMBER OF ALTERNATIVE MT ENROLLMENTS
110 8I - 629+0& HABEDOL - 53.*. BASIZE-4906
120 DELTA(1)-ft. DELTA(2)-86. REM INCREMENTS ALLOWIMED TO MT FOR ENROLEES
180 AD - 1.5715.06
140 DIM MWTOR), NERM(N2U,)' CT(UMI),COST(L2,K2).NONPPAI2)
160 REM COST(,.) - HIS DERIVED COSTS FOR COPAY, AGE/BEX CRIL
160 REM PCI'(.,.) - DOD PCTS. IN EACH AGE/ENROLIAT CATEGORY CELL
170 REM NTPRM(.,.) IS NET COST, FOR INDIVIDUALS TIEN FOR FAMILIES
160 GOSUB 1000
190 FOR 1 -1 TO L2: FOR J - 1 TO M2 READ PCT(I,J): NEXT JJ
200 DATA .04, .081,86t, .064, .1447
210 DATA .01t, .015, .0158, .085, .711
22 DATA .09, .022, .021, .0586, . 7
280 DATA .01M, .0074, .0106, .0107, .0199
240 DATA .0414, A0M, W 6, .056
250 DATA .0148, .004, .0041, .0080, AS
20 DATA .007, .0024, .04, .0026, .6
270 REM ACROSS EACH ROW, C, CX, OTHER, MX, M
M0 REM ROWS ARE KIDS, FEMI.40, FEM41-,M18-40,M41-65,F6.0W
30 FOR I - I TO L&.: FOR J - 1 TO K2: READ COST(IJ): NEXT J,I
200 DATA 36,296 291
810 DATA 1160, 704, 688

0 DATA , 46236, 25
880 DATA 154, 91, Of
340 DATA 1240,1017,1017
3O DATA 0, 0, 0
860 DATA 0, 0, 0
870 M OSTS F BUYING NON-MT CARE TO DOD. BASE ON HI8 RBSULTS
8M0 R ACROSS EACH ROW, C-0, C-,J, D,,00. DOD COST -0 FOR >46
30 TITLES()- IILUSAIV TIVE O0STS (SULIONS IW)"
400 TrrL~S2)-" 103 HEALTH EIROULMENT SYBTMd
410 LABNLS(I)-' COPAY -0 PLAN'
410 LA"2)W), COPAY - 5% PLAN'
460 LADELs(8)," 6M6 DEDUCTIIL PLAN
440 TITfL14)- .' ............. ................... a
460 TTLuM)- NET TARGET MW T ROL"MLIa
40 TITLU(S) -'PFAUM (MILLIONS)-
470 TrTU()- 2. 8.S 4.0 4.5

5.0 5.5 60
480FJd ####- * 0 0.0 000.0 *00.0 000.0 0000.0
4608 1m-.# #*.#" W e**.* *##.E *

104

I I
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5W0 BUDGE~t(2)-* FULL 0NCFRU3NAL BUDOITr
510 LAWMA4) - "BASS DMRLLM3NT -
5m FOR J - I TO J2
580 FORK 1 TO 1K2
540 LPRwI TITLD(1: LPRWN TrTLUS(2)
580 LFRINT LABBLS(K)
5w LPRINT BUDG1N(J)
870 LPRINT LABIL(4); AD
860 LPRINT 7TI34)
500 LpRINT TTLES(S) LPRIN TrriTe(): LPRIT TrTLES(4): LPRINT Tr1TIS7Y~

LPRINT TrTLES(4): LPRIT TrTLE(4)
am FOR N-ITIOMN
610 LPtMNT LPRINT
6s0 NzrNuR - NETPRM(N.1)
400 FOR 1- I TO 12
6s0 MTVcosT- DASEDoL + ()M(l) - BASESIZ)'ELTAWJ
650 NITTOT - NIN Wn(SI - AD)
6on GOBUB 113&~ REM CALMUAT NON W COST
M0 PRDIT NONCOST, MWFCOU1. N&Tr*
so TOTL() -NoNcosT + WCM - NI'TrOT

710 LpB~f FUSING 7581% N3TPRM(N,1); TOTL(1); TOTL2); TOTLMa) TOTI4).
TOTL(); TOTL(6); TOTL7)

720 N~ff N
730 LPRDIT TITLJI(4)
740 LP3IN CHR(12)
790 NNXT X. J

IMg RU COKPU'1= DR NERT PRMIUD
1010 BA83.400
1620 OR I- I TO N2
166 N3TPBM(I) - BABB. +1001

* 1040 NSTPU4M) - 2.4NR7PEM(I1)

*1000 SAMU-L53.O D-WSOUM
W100 aI -ITO is

IC YA SU3ROUMNR4 TO COOMPIM MON-WM O0S'1
its NOWST-'o
tile cowtris corn OF NONaif PLWs
11e U-1
113 N24O&T- NONPL-O
11071-0
1170103L-1ITOIAS
11M PT - PT1 PCT(LM)
INNI= L

Jim1 NOMMP a NONFL. + "Sw
110 NV NONMPL - (= -f!?(M) THON FRACT -I

UM FRACT - (M1- UMI - NONPPL + '6)PTI )
im FEMT RACT
IM8 FM L -I TO LS
132 NONOOST - NONCOBT + PCT(LM)*"'8COT(IAK)YRCT

IM EF VRACT -c I THIN 1'URN ELS 58-Ml: 00101140
A* EM 11315 THS LABF LINE OF MW PROGRAM LAMMN



Appendix E

INTERVIEW PROTOCOL

BACKGROUND INFORMATION

1. How many beds could you operate without major renovation?
How many beds are you operating now? Do you expect your
operating capacity to be changed in the near future?

2. How many physicians and nonphysician providers ar you
authorized and how many do you have, by specialty? Which
of these physicians are civilians? Have theme numbers
changed in the past two to three years?

3. How many support personnel are you authorized and do you
have. bv tve? How many of these ar civilians?

4. What is the total number of foil-time-equivalent staff in the
hospital? 4

5. Do you provide any services that differ from those usually
found in a military hospital of this size?

6. How large is your eligible population: active duty, active duty
dependents retirees, retired dependents? How many inatioa
and outptent records do you maintain?

7. How many outpatient visits and inpatient admissions ar you
handling now, by beneficiary group and Service? How don.
this compare with your work load in FY82 and FY83?

& How many Certificates of Nonavailability are you issuing,
compared with recent years (by Service, FY88 and FY84 to
date)? Do you deny many requests for such certifcte.?

9. If your work load or Certificates of Nonavailability have been
changing. why?

10. What criteria do you use in deciding which patients am ised
nonalbility Mficates and referred to CHAMPU8. which
patients are treated here, and which ar transhred to anther
military tfaty?

18U
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INNO~h RSORCS:MANPOWE

I. How wre youw mapower requirements determined?
2. Onc servicewide auhrza0n have been approved, from

what levl do you receive your autorizations?
3. When you bave fewer available personnel than authorized, at

what evel is the shortage allocated?
4. Does the number of personnel assigned to your hospital eye-

temuadaly differ from your athorizations? Uf yes, why?
S. What. would your priorities he for adding personnLh by

category (phyican nuns, enlisted) and by qpeialty within
each categoy? Uf possible, estiate how many you would like
to add in each category to treat your curret patient load?

6.Are you currei~ly unable to fully utilize Yomr physicians or
adequatel perform som standard ancillary service& because
you lack personnel? Space?

7. Under current procedures, could, you dmnttea require-
rmt foe the added personnel or space? (If not, why not?)

& Assuming you could justify those additional positions, how
long9 would it take to fill the positions?

9. How often do your physicians anad support personnel rotate?
Is. the tour of duty simailar across individuials?

10. Can you give examples. of how this rotation interrupts the
hospital's operations?

11. How much flssibility do you have in assigning personnel to
differut -re of the, hospital? Can you give som examples
om I resiieto you hav, maide here?

12 Are there staffing rules for the *onertin room, intensive care
unit, and otha units t"a limit this fleuibility? Who issues
the rule?

18. Ate there chage you would like to se in the nmpower and
-esne syotm?

14. How many civilian personnel do You -employ to deliver direct
or indirect patient, mae (plesse speift the nubs, of physi-
cdans, RN*, LVNs, ancillary serums. peronne, etc.)? Are all
of theis civil servic .mplys"?

15. Would you Psefrw .mmcivans or mre active dt Person-
nel?

A6 How arO you allocae civilian autbeouatem? Whakt is the
vp2 ces for changing the number ofaubeulos

17. How an civil serice, employes lhrd, revewd 04ed and
paid?
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18 Do you have problems finding qualified civilians (physicians,
others)?

CONTRACT PHYSICIAN QUESTIONS
Obviously, there ar rearms of questions in this arena you will think

of yourselves-the following struck us as a basic starting point.

19. What are the services most commonly contracted out now?
(Whatever the answer from a given base-is it the
responden's perception that their situation is typical or atypi-
cal?) What fraction of total amount of that service does the
contractW provider(s) represent? For example, is a contract
physician providing one-third one-half, or all this service? Is
100 prcent of need for that servie thus being met? If the
hospital has contract civilian personnel, how are personal ser-
vice contract written and manasd?

20. What is a 'contracted" physician? Where does the physician
perform services (in MTF, in own office or hospital, or both)?
With whom is the contract written (e.g., with a group practice
or university or with an indlvidual, or both)? If with a
group/wivoit, who decides which physician(s) from that
group win provide the services to the military? Same
phscin(s) all the time?

21. What kinds of contracts re written? (a) Lingth? (b)
Provisional/Vtmpory as well as permanent? (c) How specific
s to what services and how many are to be delivered?

22. Who writes the contract? Who actually specifies what the
phyician will be empet to do, what aifications will be
rquire at the outset, what qualifications will be required to
be mist duing the contract period? For instance, is the pro-
vider expected to show that he/she has acquired "e units of
continuing medica education credits?

2&. What a the financial aragmn ts? An they he-for-service
(e.g., so muck paid for each CAT scan done or each x-n film
read), or salaried (eg., so mnwh paid pw bour/da,/year), or
CqimUtion (.4 so mch V Per patint seen), or what?
What is the ceiing on rt (about $60,000)?

24. How is pwrovder/oup idmntided? Are comp.etive bids
taken? Who mam dseioa It mae then am provider i
unde ma ao (0, the bm commander, the depart-
ment cbirman, or a division ce- ie., head of ame sub-
spociaky service)?



Does a potential contractee go through the same "credaing" pro-

cedure as a military physician (or civil service physician) who is apply-
ing for specific clinical privileges? Does he/sh (or the group in ques-
tion) have to provide the same list of forms/infomato/recommenda-
tions as a military physician? Does the MTF Credentials Committee
pass on any potential contracting physician/group? Are requirements
even more strict (e.g., must hold a state license)?

25. QA problems: What are the mechanism for reviewing a con-
tract physician's work? If care provided onsite is MTF, is
care included in all the QA/RM activities carried on routinely
in the MTF including all the review m etc., and
annual review. Is anything else done, eg., dring any provi-
sional period? If contracted service is provided outside the
MT itself, how is quality of care monitored? (For example,
if radiolog is done "downtown," how does the MTF know
how well it is being done-does it pt both intVrration and
film? Does someone at the MT review all or a sample of
outs films?) If a contract provider gives 'poor care," what-
ever that may mean, what does the MT7 or QA/RM coordina-
tor do about it now?

26. Contract terination probems: What leverage does the MT
have to terminate a contract-how easily/aickly can it be
done? Can a potential contractee appeal somWwher if he/she
is not given privileges after a pmvioical/probationary
period, or is a decision at that time the And of it? What if a
contact physician passes the provisional period, is given full
privilege and then deliver poor care? Are the sanctions
essentially "profesional," in the sense of being related simply
to reputation, or can a contract be broken?

27. Would people at the MT ha" ampl (eg, blank) contract
that we could have? Or perhaps a cow of a reel one?

IN-OUS2 DUSOURCUS: FACJILJTIE

1. Where bi the hospital ar your facilitie bt/moconstain-
ire Is the problm on. of sa*N footage or of d&sn?

2. Are there ay fcilit pm t now in the p"temnnin or plan-

. Can you beft d ribe the process for pbiwft new Con-
struction and commnt on how well this proes twponds to
changin demands? What information on your ft
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utilizion do you supply regularly, for consideration of new
projects?

4. Are you currently using space for purposes other than those
for which it was designed? How difficult was it to reconfigure
this space and how long did it take?

IN-HOUSE RESOURCES: OPERATION AND
MAINTZNANCZ

1. How large is your O&M budget for FY84? FY83? What does
this budget pay for? How does the FY84 budget compare with
your request? If smaller, what will you do without?

2. How is O&M budgeted?
3. How is the Congressional authorization allocated among com-

peting demands? Do you ever receive additional funds for
general or specific use during the fiscal year?

4. I st of the O&M budget complicated by delays in
aapproval of the Appropriations Bill, or by other

considertions?
5. Who in the hospital manages O&M funds? How much flezi-

bift do they have to allocat these funds?
6. How are purcbaies from civilian suppliers made?
7. What kind of mnt information system do you have

for tracking O&M funds?
& Are thus changes in the current O&M system that you would

like to see?

IN-HOUSE RESOURCES: INVESTMENT EQUIPMENT

1. What is your budget for equipment, FY83 and FY84? What
was your budget request for this fiscal year?

2. For what pieces of equipment do you currently have the
greatest need? Are you curtailing any services beause of a
lack of equpmnt?

S. How do you obtain equipment (say for replacment) not
anticipate in your budget requet?

4. How are equipment purchases proposed and by whom a tLey
approved? How lg does it usually take to obtain needed

pmt
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5. Are you ever able to initiate the request for new equipment
befor, the physici a eding it arrives? What chams would
make this possible?

6Who actually purchase the equipmnent? Do you ever hae
problems with purchasing?

PROCUREMENT TO AUGMENT IN-HOUSE RESOURCES

1. Are you now obtaining (providing) any services from a
Veteranas Adiitanhospital?

2. If yes, what services and through what arge ntIf no,
are you currently looking at a sharing arneet

8& How frequently do you uAe the Airfvac system--active duty,
active duty dependents, retirees? Where are they sent and for
what kinds of services?

4. Wat are the advantages and dsvatgsof transferring
patients through Airivac?

5. Do you refer (with or without trnmport) patients to any closer
military facilities? How many, for what service, from which
beneficiary group?

6.To what extent do you rely on local civilian
provers/facilities, rather than other U.&. government facili-
ties? Why?

7. Do you use more than one civilian hospital provider in each
specialty? How did you select these providers?

6Do you pay lor civilian services on an item-hy-ltsn basis or
have you negotiated agreement. on quantity, price, etc? If
stem by Item. awe there any obstacles to negotiating agree-

9. Using all soucs, how say is it for you to obtain servictd
when nnede?

1. In wha seci&i ways is the, hospital ado&t (or might it be
aked) to provide qperational sup"ot?

3. Oan you tell ts how mush staf Ouss is devoted to operational
sePpet- -'d to ne"mi tUin~

8& What is the schedule for these aetivilie, and kefv ftch warn-
fog do you bt'e hr uslvltis dho wi do q* patht caro?
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4. Are there any other aspects of the base's mission that alter
the services you are asked to provide or your ability to do so?

5. Would the active duty population on this base be redeployed
under mobilization? If not, who would provide their health
care?

6. Would local medical resources be adequate to receive your
inpatients and absorb your nonactive duty work load, recog-
niuingthat reserve physicians would be called to active duty?

PROPOSED HEALTH ENROLLMENT PLAN

1. Do you think there is a "ghost population" of eligible benefi-
ciaries in your catchment area who would use the military
health care system for the first time under an HES?

2. Would you expect to have an excess or insufficient demand for
enrollment in your treatment facility? What priorities would
you use in enrolling nonactive duty persons?

3. If priority were given to active duty dependents, about how
many retirees could you also enroll to fully utili your facli-
ties (assuming you could add personnel as needed)?

4. How would you expect your case mix to change under this sys-
tem? Could you keep your surgeons busy if you saw fewer
retiree?

5. Assuming you had no rsponibility for obtaining health care
for patients not enrolled in your facility, would you need addi-
tional administrative personnel to implement an HES? If yes,
how many and for what purposes?

6. Would you anticipate problems in finding physicians or other
medical staff to supplement your current staff? Can you
anacipat what additional staff you would prefer to add
(part-time or full-time)? For what services would you prefer
to hire civil service physicians rather than contract with
private physicians?

7. Whmt suvik would yon ha" to obtain fom anoter fait?
Would thee be available from another military facility, or a
Vetumr Adminitation facility, or only from the civilian sec-
tor?

& How would you handle fluctuatns in your faility's capabli-
ties because of rotation of military personnel, opraional sup-
Pwt ---m , etC.?

. Does ya u, -dhtrat , staff IM the expertise to offectivoly
operste an HiS?
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10. What cowge in the current mesurce allecaton, sy3e would
be necouuy under an 11? TheWU 11umes 1 1 .91,m?

11. WhatW Motunie. would a pmpedy Implammst HIS give
you to himpoe t "hisfclMys operAtion?

12. In the 1118, we might mappoe that the milsary inquire an
Bdbd obligidio to smm qumity of cme whommr cane is
obtained, aim to soe &P d og h pateos tj freAnm to choose
a, provider has been Mbaled. Vf that mygarnities Is correct, an
additional burden might be- plmad an the IM. Is this how
the WMW iteviewee. pees the puulim? If that strike

thnas an accurate view of thme hume if M8S ware imple-
msnted what would thej do about Qk?

DATA OOLL3OTION O

1. How do you collect and vwif* yawr work load counts? Have
you found any differences in your methods and those of other
failties?

2. How do you collet and wr* *A* -*r UCA and USM? By
whet method do you allocate your resource Io the various
cost cnts? Do you use UCA or USM data?

&. Whot has been your esperlenee to'"at with the 1)3M and
TRIMS syaes (lab pharmacy, clhica ucood? Do you
Use d6" from thw syatr in m-aftAint the. ho~ptl

4. Do you, telve report. ft. RAP~? If Mu what do you urn
them for?

5. Do YOU collect any additional information for your own (inter-
nal) ue (e.g., patient acorn and saIfati)?

QUAUTYf-ASSURANCE 3ELAT3DQUTIN

1. What ane the m~r qualit control piahiemn encounteed in
the MW-eting both to uifolrmed providers and any
Abllin/ctAc 0skprovide.? Ane theyv sydtemic -= aSl
provides or pnrl* specific to a slogle pwoider? An. they
umdin I. m at o do thur aris fiom ancillay services, or
hor othe aspects of M"Y opeation?

2. Is coutuly a of cemdered a qualt control Ime? Is it a
pMoab! Sm, nsedtlwmy pereoms? Isanyilakat oostn*k
geate~d ad*l by congestion in the appoItMents stem
PeseIu $awver or otherpsnms
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3. What, in general, would occur if a particular provider gen-
erated QA problems? Extended surveillance? Curtailment of
privileges? Other? (If contract or civilian providers are used:
Would the response to a QA problem differ if the provider
were not on active duty?)

4. In the MTF, how many of the QA activities are aimed at a
function (e.g., accurate filling oi pharmacy orders, timely
response to lab test orders, completeness of medical records),
how many at an entire specialty or service/ward (e.g., rate of
drug interactions in internal medicine, or rate of complications
from certain surgical procedures), and how many at care given
by specific providers? For example, are profiles of providers
developed (e.g., to see if their use of certain drugs or pro-
cedures exceeds some screening criterion, or if their admission
rates for short-stay hospitalizations or hospitalizations exceed-
ing some specified length of stay are too high)? If so, are
some providers monitored more carefully/thoroughly than oth-
era?

5. Would current quality review mechanisms work well under the
proposed HES, especially if more use were made of external
providers for medical care, therapy, laboratory or diagnostic
studies, etc.?

6. What are their UR activities--described in terms of actual
activities/propams (eg., review of length of stay, review of
medical necessity of admission)? What are reporting require-
mente? Would UR activities be changed under the proposed
HES?

• I



Appendix F

CHAMPUS HEALTH BENEFIT PLAN1

CHAMPUS EXCLUSIONS

General Conditior. In general CHAMPUS will not pay for the fol-
lowing services, supplies, and equipment:

9 Those not medically necessary for the diagnosis or treatment of
an illness, injury, or bodily malfmction or not provided in
accordance with accepted professional standards.

* Those not reasonable or customary.
* Those paid for directly by another propaim.
* Those that neither the beneficiary nor any other person or

organization has a legal obligation to pay for or provide.

Excluions from Coverae. CHAMPUS will not pay for the following
survicm, supplies, or equipment, or similar saervices, supplim, or equip-
ment:

e Therapeutic absence from an inpatient facility that ezceeds 72
hours

9 Acupuncture.

* Alterations to living spaces and permanent fixtures attached
thereto even where necessary to accommodate installation of
covered medical equipmnt or to facilitate acces or reres

9 Camping, even tu organizd for a specific theumz c pur-
pose, e.g., a diabetic camp or a camp for emotionally disturbed
children.

• Chirpract services.
* Ritual circumcision.
9 Christin Science service charcterizd & ent treatment.
* Colonic irrigation.
* Cosmetic surgery peformed solely for psychiatric pupose.
* Services of pastoral, family, child, and marital counselom

(covered pni final court determination of temporary hiunc-
tion CA 76-0", 6/9/78, U.S. Distict Court for the District of
Columbia).

iDsunm, .1 Dss (155).

J I II175
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" Custodial and domiciliary care.
* Routine dental care and dental appliances.
" Donor service costs and fee for artificial insemination.
• Donor service costs and fee for organ transplant.
" Non-legend drugs.
" Electrolysis for cosmetic or esthetic purposes.
* Routine eye examination, refractions.
* Hearing aids and other auditory sensory enhancing devices.
" Homemaker or attendant services furnished to assist in meeting

personal family and domestic needs, such as preparing meals,
assisting in bathing and dressing.

* Routine immunizations and inoculations.
" Intern and resident charges other than those included as house

staff and covered as a hospital service.
* Megavitamin psychiatric therapy.
" Orthomolecular psychiatric therapy.
" Orthopedic or other special footwear, devices to support the

feet, or items that correct ordinary shoes, e.g., arch supports.
" Perceptual and visual training.
" Personal comfort items and amenities such as radio, television,

and telephohe service.
" Routine physical examinations and associated tests.
" Supplies or services for the treatment of obesity, if obesity is

the sole condition being treated.
" Any item or services prohibited by law in the jurisdiction in

which provided.
" Any item or services provided by immediate relatives of the

beneficiary.
" Sex behavior modification.
* Sex change surgery (gender alteration).
" Services prescribed solely to induce a patient to stop smoking.
" Routine well-baby care.
" Autopsies.

S /
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IUwtest Hospital on-vewt CHANPUS Bdel Medica Propam

Semi-private allowance For each confinmth of spouses and
children of active duty members, pays
hospital charges lees $25 or $4.65 per
day, whicheve is greater. Fot each con-
finmnent of retired members and theirI
spouses and children and surviving
spouse and children of deceased active
duty and decesed retired membes pays
75 perent of hospital charg.

Allowance toward private room If private room medicalY necssay for
each conflnementb of spoae and chil-
dren of active duty members, pays hospi-
tal charges as outlined above.

Inpatient hospitel services (flacilities of For each conflnementb of spouses and

operating room, recovery room inten- children of active duty members, pays

rooms; druigs and medicines use in the
hospital when listed in official formu-
larie

Maternity Sam as above.

Abortion Sam a above.

Nervous and mental Same as above.

Sterilization (surgically induced) Same as above.

"Paid in hAll benefits provided in member hospitals and oversees hospitals. If ser-
viones -rendered in nonmember hospitals (other than overseas), benefits are peovidad
at 80 percent of usual and customary charges for smi-private - -moain and 80
parpent of chargs for other covere hospital service.

THAMPUS does not restrict coverage to a specific number of days. Rather, cover-
age is continued so long as hospitalization is determined to he medically neosesary anai
contribute to the active treatment of the patient. Coverage ia terminated when cm be-

co-se custodial or domiciliary or can be provided in an outpatient setting.

4 ' . - - - - -- - . - - - - -- - - - . - ~
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